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PART III 
(For Parts I and II, see Vol. XX, pp. 409, 449) 


EXAMINATION OF PRESENT ACCOUNTING PRACTICES 


A substantial proportion of this paper 
has been devoted to a consideration of the 
provisions of legislation in various coun- 
tries, reports of committees, and recom- 
mendations that have been submitted from 
time to time. So far as the legislation and 
the reports may be said to be a reflection 
of current practices and generally to rep- 
resent opinions of directors, accountants, 
and other interested people, they show a 
widening appreciation of the need for dis- 
closing full information to shareholders 
and a steady improvement in the art of 
financial reporting ; but there are still wide 
variations in practices even within Aus- 
tralia, and it is thought that, unfortunate- 
ly, accountants, at least in this country, 
have not given the subject of holding com- 
panies’ accounts the attention that its im- 
portance warrants. 


In this connection some remarks of Sir 
Albert Wyon appear to be appropriate. 


*‘The solution of the problems is not to 
be found in legislation, though laws more 
helpful than those now in force in this 
country could doubtless be devised. But 
laws cannot usefully set a standard of con- 
duct such as directors and auditors truly 
concerned for the welfare of shareholders 
would wish to adopt, but only a minimum 


standard to which even the least conscien- 
tious must adhere or be subject to penal- 
ties. Neither directors nor auditors should 
be satisfied with bare compliance with such 
statutes. Nor should the accountant be 
content merely to adopt and follow public 
opinion ; in a field in which his experience 
gives him special competence he should 
aim to lead public opinion in the right 
direction.’’ * 


With a view to determining the weak- 
nesses of existing legislation and indicating 
directions in which the accountant may 
endeavour ‘‘to lead public opinion,’’ it is 
now proposed to subject the legislation and 
accounting practices to a critical examina- 
tion. 


(a) Accounting Practices in 
United States of America 


By contrast with the views held by direc- 
tors of many corporations at the beginning 
of the century, financial statements are 
now regarded as of public interest and the 
view is held that investors are entitled to 
full information regarding their share- 
holdings. 





“From a paper presented to the International 
Congress of Accounting, 1933. 
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‘‘Transactions in securities as commonly 
conducted upon securities exchanges and 
over-the-counter markets are affected with 
a national public interest which makes it 
necessary to provide for regulation and 
control of such transactions—to require ap- 
propriate reports.’’ * 

*‘In accordance . . . with the canon that 
present and prospective shareholders are 
entitled to a full report on their field of 
investment regardless of the use they may 
make of the data . . . consolidated state- 
ments are essential components of a com- 
plete accounting.’’ ** 


The illustration of the published state- 
ments of an American company, given in 
Appendix A, is a typical example of the 
extent of detailed information supplied to 
shareholders, particular features being the 
disclosure of net sales, aggregate expendi- 
ture on various functions, and stock re- 
serves. Consolidated statements only are 
presented, without the separate statements 
of the parent company. Although this ap- 
pears to be the customary practice in the 
United States, it is not recommended by 
the American Institute of Accountants. 
The wisdom of requiring both statements 
is demonstrated by an American case, 
Baldwin Locomotive Works. ‘‘In October, 
1934, the company announced that it could 
not meet the interest payment due on 
November 1, 1934, on its 1940 mortgage 
bonds, because of the serious position of its 
working capital. When examined by the 
Securities and Exchange Commission, it 
was shown that whilst the company had, 
prior to 1934, published a consolidated 
balance sheet, no balance sheet and profit 
and loss statements of the parent company 
had been published separately. The con- 
solidated balance sheet showed a much 
better net quick asset position .than the 
separate balance sheet of the parent com- 
pany issuing the mortgage bonds. The 
quick assets of one of the consolidated sub- 
sidiaries constituted a very substantial 
portion of the consolidated quick assets. 
If the balance sheet of the issuing company 
had been published in addition to the con- 
solidated balance sheet, an intelligent in- 
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vestor could have perceived the unsatis- 
factory working capital position of the 
issuer and could have acted accordingly.’’* 


The consolidated balance sheet in Ap- 
pendix A shows that some subsidiaries have 
not been included, and in a supporting 
memorandum the bases of exclusion are 
given, namely that foreign subsidiaries, 
minor companies in which less than 60% 
of the voting stock is held, and one incon- 
sistent business are omitted. The profit and 
loss statement includes dividends from 
English and Canadian subsidiaries which 
are approximately equivalent to the hold- 
ing company’s share of profit earned by all 
foreign subsidiaries with the exception of 
those in the continent of Europe, the in- 
vestment in which has been written down 
to $1. The consolidation’s share of profits 
or losses in minor companies and in the 
inconsistent business is not stated ; although 
this could be substantial in view of the 
magnitude of operations and profits shown 
in the consolidated statement, it is improb- 
able that the aggregate results would be 
materially affected. 


The statements are a good example of the 
best modern practices in the art of finan- 
cial reporting, and apart from the omission 
of the separate statements of the parent 
company, which is customary practice in 
the United States of America, they are full 
and informative and there is little more 
that shareholders could expect. 


(b) Canada 


The requirement of the Dominion Com- 
panies Act providing for the aggregate 
amount of shares in, and indebtedness of, 
subsidiary companies to be shown as sep- 
arate items in the holding company’s bal- 
ance sheet is sound and is in conformity 
with the law in England and all Austra- 
lian States except Tasmania, but unless 
supported by provisions requiring dis- 
closure of the results of trading and the 
financial position of subsidiaries, is ineffec- 
tive. 

Section 114 of the Act provides one 
method, viz. the presentation of consoli- 
dated statements, from which satisfactory 








“From sec. 2 of the Securities & Exchange Act 
1934. 

“Maurice Moonitz, The Entity Theory of Con- 
solidated Statements, p. 116. 


“Fitzgerald & Speck, Holding Companies in 
Australia § New Zealand, p. 22. 
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results may be expected, provided the state- 
ments are carefully drawn with a view to 
showing clearly the financial condition and 
result of operations of the organization as 
a whole. But the alternative has some 
objectional features; it places no obligation 
upon directors to disclose the actual result 
of operations of the subsidiaries, or their 
financial position, but requires the auditors 
to report the amount of any difference 
where the income of subsidiaries brought 
to account in the holding company’s state- 
ments is either more or less than the income 
earned for the year; such transference of 
directors’ responsibilities to auditors is 
wrong in principle, and should not be en- 
couraged. A mere aggregation of profits, 
less losses, of subsidiaries will not neces- 
sarily disclose the result of operations, un- 
less all appropriate adjustments arising 
from inter-company transactions are effec- 
ted. 


(c) Australia 


Previous comments on the legislation in 
three Australian States, namely Queens- 
land, New South Wales, and South Aus- 
tralia, have referred to the inadequacy of 
the provisions relating to holding com- 
panies. 


Victorian experience has shown that, in 
the main, the provisions of the 1938 Act 
have been satisfactory. Difficulties fore- 
cast when they were introduced have not 
been realised, nor have they been criticised 
on the grounds of too much disclosure. 


In order to ascertain the views of com- 
pany secretaries on the operation of the 
holding company provisions, I submitted 
a questionnaire to most of such companies 
listed on the Stock Exchange of Mel- 
bourne; none of the replies received indi- 
cate any difficulties in preparing the state- 
ments required by the Act, nor do they 
consider that the interests of either the 
shareholders or the organization are in any 
way prejudiced by the legislation. One 
secretary stated he would prefer that no 
extensions of balance sheet requirements 
be enacted, and a few expressed the view 
that the Act should go further (the profit 
and loss statement received special com- 
ment), while one stated ‘‘the argument 
against more adequate disclosure in pub- 
lished accounts—information for competi- 
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tors, private and personal information, and 
so on—does not impress me at all.’’ 

The financial statements presented by a 
Victorian company, shown in Appendix B, 
represent a considerable advance on the 
example of a set of statements published 
in 1938 and shown in the text; however, 
the comparison is scarcely fair, for whereas 
the example in Appendix B is typical of 
the best modern practice, that in the text 
portrays the minimum requirements prior 
to the 1938 Act. 

The 1938 statement gave no information 
regarding the assets or liabilities of the 
subsidiary companies, or the amount of 
their profits or losses; profits brought to 
account by the holding company apparent- 
ly represented the dividends received from 
subsidiaries, and the shareholders were un- 
able to ascertain from the financial state- 
ments whether these were more or less than 
the aggregate profits of subsidiaries or 
whether the subsidaries were, in fact, earn- 
ing profits or sustaining losses; although 
they were informed in the directors’ re- 
port that record trade was done, this state- 
ment was not reconciled with the shrinkage 
of £7,516 in profits. 

The example given in Appendix B rep- 
resents consolidated statements presented 
with the separate balance sheet and profit 
and loss statement of the parent company ; 
the consolidated balance sheet, which is well 
classified, shows clearly the interest of out- 
side shareholders in net assets, the aggre- 
gate profits, so far as they concern the 
holding company shareholders, and the 
manner in which the difference between 
eost and par value of the holding com- 
pany’s shares in the subsidiaries has been 
treated; the consolidated profit and loss 
statement shows clearly the aggregate 
profits earned, the share of such profits 
payable to outside preference shareholders, 
other appropriations, and the balance of 
accumulated profits carried forward. The 
statments are clear and disclose more in- 
formatior than is customary in most com- 
panies—but there is one ambiguity : the in- 
terest of outside shareholders shown in the 
consolidated balance sheet refers to ‘‘ Pref- 
erence and Ordinary Share Capital held by 
outside Shareholders,’’ and the profit and 
loss statement shows the preference share- 
holders’ proportion of aggregate profits in 
the form of dividends, but it is not clear 
how the share of the outside ordinary 





4 The Australsan Accountant 


Holding Companies—continued 

shareholders has been provided for, 
although the phraseology of the state- 
ments suggests that it has been taken into 
account. 


Despite the degree of perfection dis- 
played in this example and the general and, 
in many instances, substantial improve- 
ment in the form of financial statements 
published by holding companies, there are 
still some serious omissions in the Vic- 
torian Act that are not always rectified in 
the published financial statements. Major 
defects noticed in some statements which 
still comply with the provisions of the Act 
are as follows: 

(a) Failure to distinguish in the consoli- 
dated profit and loss statement be- 
tween the share of net profit attribut- 
able to the interests of outside share- 
holders and that attributable to the 
holding company. 

Failure to show in the consolidated 
balance sheet the amount of the out- 
side shareholders’ interest in the accu- 
mulated profit. 

Where separate statements for each 
subsidiary are presented, the share of 
net profit and proprietorship attribut- 
able to the holding company are not 
always stated separately. 

Where separate statements are pre- 
sented, the extent and nature of inter- 
company transactions usually is not 
disclosed. 

Where statements are marred by any of 
these omissions it is impossible to ascertain 
the result of operations or the financial 
position of the consolidation so far as the 
interests of shareholders in the holding 
company are concerned. 

We sometimes find that pre-acquisition 
profits of subsidiary companies are not re- 
garded as being of a capital nature. It is 
considered that any distribution of such 
profits by the holding company is tanta- 
mount to the payment of dividends from 
capital, and as such is illegal. A somewhat 
similar position arises where the holding 
company distributes pre-acquisition tax- 
paid profits of a subsidiary that had been 
subject to private company tax, and re- 
places them with profits subject to taxa- 
tion. 

An examination of the statements pre- 
sented by holding companies listed on the 


(d) 
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Melbourne Stock Exchange shows that in 
the vast majority of cases consolidated 
statements are considered preferable to 
the separate statements of each subsidiary. 
Many published statements conform to the 
best practices in financial reporting, but 
instances where such statements conform 
only to the minimum statutory require- 
ments are not unknown. 

An anomolous position arises where a 
company is jointly owned by two other 
companies in equal proportions. Because 
neither company holds more than a 50% 
interest in the first company and neither 
controls its board, it is not a subsidiary, 
and if it is incorporated as a proprietary 
company there is no provision in the Acts 
for publication of its accounts. There are 
instances of this description in Australia, 
where the companies owning the shares do 
not publish or supply to shareholders any 
information relating to the financial posi- 
tion or results of trading of the proprietary 
company. 

Analogous to this is the case of a public 
company, listed on a stock exchange in 
Australia, which disposed of its manufac- 
turing business in exchange for shares in a 
proprietary company formed for the pur- 
pose of acquiring and conducting a number 
of manufacturing concerns in the same 
line of business. Because no company holds 
a controlling interest in the proprietary, 
no financial statements are published by it; 
the shareholders of the first-mentioned 
company, who had been accustomed to re- 
ceive balance sheets and profit and loss 
statements covering the manufacturing 
operations, now receive statements which 
show merely the value placed upon the 
company’s investment and the amount of 
dividend received by their company during 
the year. 


(d) England 

The provisions of the English Companies 
Act 1948 are most comprehensive, and ap- 
parently the aim has been to make the 
minimum statutory requirements conform 
to the best practices. Possibly it is too soon 
to form an opinion as to how far this legis- 
lation has been successful. It requires the 
holding company to state under separate 
headings in its balance saeet information 
similar to that prescribed in the 1929 legis- 
lation, and allows directors wide discretion 
in determining the form in which financial 





January, 1951 


Holding Companies—continued 

statements shall be presented, including 
the alternative methods set out in the Vic- 
torian and Western Australian Acts—but 
it is also free from most, if not all, of their 
defects, and in particular provides that 
pre-acquisition profits shall not be treated 
by the holding company as revenue profits. 
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Where group accounts are not presented, 
or any subsidiary is not dealt with in the 
group accounts, a statement dealing with 
the profits and losses of the subsidiaries or 
of any subsidiary not included in the group 
accounts is required. It has been suggested 
that the following form of statement would 
be appropriate :*® 

Profits in respect of 
financial years of sub- 
sidiaries ending in 
1949 other 

years 


Total 


The net aggregate amount of the profits, less losses (A), of £ £ £ 
the subsidiaries so far as it concerns the members of this 


company (B)— 


(i) dealt with in this company’s accounts for the year 


1949 amounted (gross) to 
Less income tax 


9090 — 
4,090 — 


9,090 
4,090 





5,000 (C) 5,000 


(ii) not dealt with in this company’s accounts for the 


year 1949 amounted, after charging taxation, to .. 


(A) 
(B) 
(C) 


Where applicable. 


10,000 20,000 30,000 


Where one or more than one subsidiary is not wholly-owned. 
‘*Other years’’ will normally be years of subsidiaries ending prior to the holding company’s 


year 1949; but if an interim dividend were declared by a subsidiary out of its profits for a 
year ending within the holding company’s year 1950 and taken up in the holding company’s 
accounts for 1949 the amount of such interim dividend would be included in this column. 


Generally it is desired that ‘‘group ac- 
eounts’’ should take the form of consoli- 
dated statements, for the section relating 
to them provides that ‘‘the group accounts 
laid before a holding company shall be con- 
solidated accounts,’’ with a further pro- 
vision that another form may be adopted if 
“‘the company’s directors are of opinion 
that it is better for the purpose of present- 
ing the same or equivalent information .. . 
and of so presenting it that it may be 
readily appreciated by the company’s 
members.’’ Consolidated statements appear 
to be the best method of presenting the in- 
formation required by the Act so that it 
may be readily appreciated by share- 
holders; only in exceptional cases might it 
be better to adopt some other form, and 
where this is done ‘‘the same or equiva- 
lent information’’ as would be presented 
im consolidated statements must be given. 

Appendix C represents the ‘‘group ac- 
counts’’ and notes presented by a holding 
company with its balance sheet and state- 
ment of profit and loss for the year. This 
gives a clear view of the financial position 
and result of operations of the censolida- 
tion, with comparative figures for the pre- 


vious period ; while the separate statements 
of the holding company give a clear view 
of the operating results and financial posi- 
tion of that company as a separate legal 
entity for the information of shareholders 
and creditors. 

The consolidated statement of profit and 
loss shows that the balancing date of the 
English subsidiaries has been altered to 
coincide with that of the holding company, 
as required by sec. 153 (1) of the Act. 
Schedule 3 includes among reserves the ex- 
cess of nominal over book value of shares 
in subsidiaries. 

Even where consolidated statements are 
not presented, the alternatives provided in 
the legislation and the supervision exer- 
cised by the Board of Trade should ensure 
that full and fair statements are presented 
in a form that ‘‘may be readily appreciated 
by the company’s members,’’ but the 
American practice of presenting the total 
sales and other information concerning 
operating results has not yet found favour 
in England. 





“In a booklet on The Companies Act 1947, 
issued by the Council of the Institute of Chartered 
Accountants in England & Wales in May, 1948. 
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Although the provisions of the Act are 
elastic, approval of the Board of Trade is 
necessary where the directors propose to 
adopt certain of the alternatives to the gen- 
eral principles laid down. The annual re- 
port of the Board for the year ended De- 
cember 31, 1948, contains some interesting 
statistics relating to applications submitted 
by holding companies, as follows: 


(a) Applications under sec. 150 (2) to 
omit a subsidiary from ‘‘group accounts’’ 
on the ground that the result would be 
harmful or on the ground of the difference 
between the business of the holding com- 
pany and that of the subsidiary: 


i. Number of applications received 


ii. Number of applications not pro- 
ceeded with io ee 45 


iii. Number of applications refused 26 

iv. Number of applications enter- 
tained ie a xo te ee 

v. Number of applications out- 
standing at end of year .. 15 


(b) Applications under sec. 152 (2) for 
a direction that the financial year of the 
subsidiary need not end with the financial 
year of or the financial year last before 
that of the holding company : 


i. Number of applications received 29 


104 


ii. Number of applications not pro- 
ceeded with , 


iil. Number of applications refused 
iv. Number of applications enter- 
tained Pr 


7, Number of applications out- 
standing at end of year .. 
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(c) Applications under sec. 152 (3) for 
modification of requirements of the Act in 
relation to ‘‘group accounts’’: 

i. Number of applications received 1 

ii. Number of applications enter- 

tained FUL SK ES 4% 1 

(d) Applications under the Eighth 
Schedule, para. 15, where ‘‘group ac- 
counts’’ are not submitted, to omit or 
modify the statement showing (a) why 
‘‘group accounts’’ are not submitted, (b) 
the net aggregate amount of profits, less 
losses, of subsidiaries not dealt with in the 
accounts of the holding company, (c) the 
amount dealt with in the holding com- 
pany’s accounts: 

i. Number of applications received 51 

ii. Number of applications not pro- 

ceeded with ob. hn ae 1 
iii. Number of applications refused 10 
iv. Number of applications enter- 

tained Bt Okecnad 0x 

v. Number of applications out- 

standing at end of year .. 12 


No further information is given in the 
report concerning these applications, but 
the statistics indicate that the number of 
companies desiring exemption from or 
modification of any of the provisions of the 
Act, even during the first year of its opera- 
tion, was relatively few, while the number 
entertained by the Board was only 40% of 
those dealt with during the year. 


The anomoly, noted in Victorian legisla- 
tion, which permits affiliated companies 
mutually owned by two or more public 
companies, but not controlled by one com- 
pany, to escape from the obligation to pre- 
sent financial statements is present also in 
the English Act. 


CONCLUSION 


Before concluding this paper I should 
like to offer some suggestions for improve- 
ment of financial statements in Australia, 
and I feel that I cannot do better than 
preface these suggestions by referring 
again to comments by Sir Albert Wyon: 


‘‘Neither directors nor auditors should 
be satisfied with bare compliance with 
statutes. Nor should the accountant be 
content merely to adopt and follow public 
opinion; in a field in which his experience 


gives him special competence, he should 
aim to lead public opinion in the right 
direction.”’ 


In tracing the history of holding com- 
panies, we have realized that they repre- 
sent an appropriate form of organization 
to meet the needs of modern large-scale 
business, that they have grown rapidly in 
public favour, and that they will continue 
to develop. We have also realized that cer- 
tain abuses may be associated with them 





January, 1951 


Holding Companies—continued 


and that the most satisfactory manner of 
meeting dangers of this nature is to ensure 
the disclosure of full information regard- 
ing the operations of the organization as a 
whole. 


We have seen that in the United States 
of America the Securities and Exchange 
Commission was set up to exercise the most 
rigid supervision over public companies, 
and that for this purpose it requires the 
disclosure of full information, financial and 
otherwise, regarding the operations and 
financial position of all such companies. 
We have no such authority in Australia, 
nor have we any body comparable with the 
English Board of Trade to regulate our 
practices. I have frequently heard ex- 
pression of opinion that we do not want 
any such authorities; if that is so, direc- 
tors, accountants, auditors, and others asso- 
ciated with the control and management of 
companies and the preparation of their 
financial statements and reports ‘‘should 
aim to lead public opinion in the right 
direction’’ by ensuring that full and fair 
information regarding their organization is 


made public. We have made rapid strides 
in this direction, at least in some States, 
in Australia in recent years, for whereas 
the general tendency, at least up to 1939, 
was to present a minimum of information, 
many directors now appear to realize the 
possibilities of the annual reports and 


financial statements as advertising 
mediums, and by disseminating full and 
fair information aim to increase the confi- 
dence of shareholders and the general pub- 
lie and to advance the prestige of their 
organizations. In this direction I feel that 
the reports are successful, and they are 
certainly appreciated by shareholders; but 
there are companies, including some of the 
largest in Australia, that still present the 
same form of reports and statements as 
they did in 1939. 


I do not consider that legislation should 
be in advance of public opinion, but the 
best practice in presentation of financial 
statements of holding companies is so far in 
advance of the law in New South Wales, 
Queensland, South Australia, and Tas- 
mania that early amendment of those Acts 
is desirable, while deficiencies in the Acts 
of Victoria and Western Australia should 
be removed. 
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Many Australian holding companies 
have attained a high standard in their 
financial reports, but the standards of 
others might well be improved by accepting 
as a basis the recommendations of the 
Cohen Committee and the general prin- 
ciples of the English legislation. In par- 
ticular : 

(a) As in England, group statements 
should be regarded as most desirable, and 
wherever possible these should take the 
form of consolidated statements, but if the 
same or equivalent information may be 
better presented and more readily appre- 
ciated by the company’s members in some 
other form, then, and only then, that other 
form should be adopted. 

(b) Group statements should be based 
upon the underlying principle that they 
are prepared for the information of the 
members of the holding company, and 
therefore the holding company’s share of 
net profits and interest in net assets of the 
consolidation should be clearly stated. Any 
unrealized profits from inter-company 
transactions, such as profits on inter-com- 
pany sales of goods still on hand and profits 
on inter-company transfers of assets, 
should be eliminated. 

(ec) Wherever consolidated statements 
are not presented, directors should report 
the reasons why they have not been adop- 
ted and present statements showing: 

(i) the aggregate profits, less losses, of the 
holding company and its subsidiaries 
so far as they concern the members of 
the holding company, and 

(ii) the aggregate net assets of the consoli- 
dation, showing the holding company’s 
share thereof. 

(d) Unless there are good reasons 
against it, the financial year of the holding 
company and its subsidiaries should coin- 
cide. Where they do not, the interval be- 
tween them should be reduced to a mini- 
mum, preferably less than three months. 
Where the result of operations of the con- 
solidation is materially affected by trans- 
actions of the intervening period, the effect 
of these transactions should be stated. 

(e) Pre-acquisition profits of subsidi- 
aries should always be treated as of a capi- 
tal nature. 

(f) The financial statements should be 
supported by a statement giving the names 
of subsidiary companies and the proportion 
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of paid-up capital of each subsidiary 
owned by the holding company. 

(g) Where a company holds a substan- 
tial minority or equal interest in another 
company, the financial position and result 
of operations of the other company should 
be disclosed to the members of the share- 
holding company. 
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I consider that the acceptance of prin- 
ciples similar to these by directors, account- 
ants, and others associated with the control 
and management of holding companies 
would ensure a good standard of financial 
reporting; and they might well be incor- 
porated in any amending company legisla- 
tion. 


COMMENTARY BY MR. R. A. McINNES, A.1L.C.A. 


It is of interest to note that Mr. Fitz- 
gerald’s research can trace the holding 
company type of organization as far back 
as 1832. I had thought it much more 
modern. 

Perhaps this illustrates the truth of an 
observation made in one of Aldous Hux- 
ley’s books, which reads: “Progress may 
be perceived by historians; it can never 
be felt by those actually involved in the 
supposed advance. Advances are not felt 
as advances—there is no gratitude. Men 
don’t spend their time thanking God for 
motor cars, they only curse when the car- 
burettor is choked.” 

I presume the corollary for the pro- 
fession represented here to-night is that 
when faced with a sheaf of accounts for a 
number of associated companies the ac- 
countant does not leap in ecstasy and 
shout “My! What a wonderful thing is 
the holding company.” Rather he dons 
the long face and puckered brow and mur- 
murs “How the dickens am I going to sort 
out this tie-up.” 

Well, to-night’s lecture will help him 
considerably on his way. I am sure Mr. 
Fitzgerald would not claim to have 
spoken the last word on holding com- 
panies; but within the wide survey and 
detailed analysis which comprises his re- 
search he has embraced the latest words 
on the subject, and such will be of con- 
siderable value to any perplexed account- 
ant. 

The definition of “holding company” 
quoted from Bonbright and Means, and 
that included in the latest English Com- 
panies Act, which reads: “A company is a 
holding company if, but only if, another 
company is its subsidiary,” fall short of 
an adequate cover of this form of organi- 
zation. 

In particular I would emphasise two 
forms of organization akin to the holding 


company relationship, which are excluded 
by these definitions. They were men- 
tioned in comment towards the close of 
the lecture, but, in my opinion, need fur- 
ther emphasis. 

They are, firstly, a company which 
holds as its main asset shares in another 
company ( even though that holding is but 
a minority holding) ; and, secondly, a com- 
pany which, with another company, holds 
the shares of a‘third company in equal 
proportions. 

In both eases there is need, at least 
from the shareholders’ point of view, for 
presentation, with the accounts of the 
company, of a report and statement of 
accounts of the other company in which 
the funds are invested. This fact has been 
recognised by the stock exchanges in 
their requirements for listed companies. 
The accountant and the company legisla- 
tor will need to give it consideration also. 

I was particularly impressed with the 
summary of court and legal pronounce- 
ments upon the holding company status, 
particularly the emphasis given to what 
is described as “the fiduciary relationship 
towards the minority shareholders.” 

Greater consideration should be given 
by directors to these obligations of trust, 
lest laxity should bring into disrepute a 
valuable form of organization. Even 
where there are no minority interests, 
care should be taken that articles of asso- 
ciation reflect the complementary rela- 
tionship of the companies. 

I mention one point which might be 
overlooked. A usual article adopted by a 
company provides that a director must 
disclose his interest, if any, in any con- 
tract or arrangement with another com- 
pany, and that he shall not vote with res- 
pect to any such contract or arrangement. 

Where the personnel of the boards of 
both holding company and the subsidiary 
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Holding Companies—continued 

company are identical, it could happen 
there would be nobody left to vote on a 
matter under consideration, because of 
such an article, without qualification, 
being incorporated in articles of associa- 
tion of both companies. 

The list of advantages of holding com- 
pany formation, summarized by the lec- 
turer, read intelligently and logically. It 
is highly probable, though, that many re- 
eently-formed holding companies sprang 
not from a considered evaluation of these 
advantages, but rather from the immedi- 
ate need to find a convenient form for the 
valuation of former shareholders’ equity 
in a business, and recognition thereof (by 
the issue of vendor shares) before invit- 
ing public subscription of additional capi- 
tal. 

In such circumstances the holding com- 
pany may remain relatively dormant for 
some years, leaving the actual working 
to the subsidiary company, and raising its 
own head but once or twice a year to re- 
ceive and distribute a dividend and; per- 
haps, make some further provision not 
already allowed for by the subsidiary. 


Of the section dealing with detailed 
form of accounts I would add but few 
comments. The matter has been discussed 
fully by the principal commentator. It 
was assuring to note that a common bal- 
ancing date is favoured for holding and 


subsidiary companies. Some few years 
ago it was thought the administrative 
difficulties of having a subsidiary pay its 
dividend to the holding company for dis- 
tribution by that company tended against 
a common date. 

I noticed that a holding company re- 
cently set out its directors’ report to in- 
clude, at the foot of its summary of the 
profit and loss position, these sentences: 

“Add dividends to be received from 
subsidiaries in terms of their Directors’ 
Reports attached.” 

“From which your Directors recommend 
payment of dividend .. . viz.” 

It matters little whether the actual dis- 
tribution by the holding company is tech- 
nically an interim for the new year. The 
important point is that the full position at 
a common date is disclosed and the con- 
sidered appropriation set out. 
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I would summarize my views on the 
consolidated statements of accounts, men- 
tioned as one of the ways of presenting 
holding companies’ accounts, as follows: 

Firstly, they are to be considered only 
as a supplement to the company’s own ac- 
counts; an additional statement to help 
interpret the position revealed by the 
company’s formal accounts. 

Secondly, they are important supple- 
mentary statements, but not in themselves 
all-sufficing. There is need for other sup- 
plementary statements, such as periodical 
current market valuations of assets. (Too 
frequently such valuations appear in the 
prospectus when a new share issue is 
made, are not incorporated in any ac- 
counts, and become forgotten in later 
years unless the details of the prospectus 
ean be recalled.) 

Thirdly, though almost an equally de- 
sirable alternative to the presentation of 
separate accounts of the subsidiaries 
where the holding company holds all the 
subsidiary capital and does not itself 
operate, they should be given preference 
over the presentation of separate accounts 
where the holding company operates any 
part of the associated business and/or 
when there are minority interests. 

Fourthly, it should be remembered the 
consolidated statement still reflects all the 
limitations of the individual accounts. The 
balances are not valuations for all pur- 
poses; they are merely balances in the 
books of account kept according to the 
precedent or profligate decisions of the 
management, audited with or without 
qualification, and still requiring addition, 
classification, and narration, before inter- 
pretation for particular purposes. 

In conclusion, let me suggest that the 
holding company appears to be with us to 
stay, presenting its problems for organiza- 
tion, for presentation of accounts, and for 
legislation in the commonweal. I agree 
with the lecturer that those associated 
with the control and management of com- 
panies and the preparation of their ac- 
counts, financial statements. and reports 
should aim to lead public opinion in the 
right direction. Mr. Fitzgerald has helped 
us considerably in doing this by his ad- 
mirable and competent researches pre- 
sented here to-night. 
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METHODS AND COSTS OF DISTRIBUTION 


by 


Proressor G. L. Woop 


(Being a lecture delivered to the Australasian Institute of Cost Accountants, 
Victorian Division, on 10th August, 1950.) 


IL—COSTS OF DISTRIBUTION AS AN ACCOUNTING PROBLEM 


In accepting the Council’s invitation to 
address the members of the Australasian 
Institute of Cost Accountants, I am well 
aware of the double risks I run: first, in 
appearing before a jury of experts; and 
secondly, in giving evidence in a foreign 
tongue. Although we use the same words 
in discussing our problems, it is scarcely 
necessary to say that the viewpoint of the 
cost accountant is scarcely that of the 
economist. It is more than likely that I 
shall have to throw myself on the merey 
of the court in many parts of this paper, 
since the cost accountant is a highly 
specialised technician dissecting costs 


minutely, whilst the economist—obsessed 
by a national-income approach—works on 


the largest possible scale, i.e. that of the 
national economy. If, however, it is re- 
membered that economists of every school 
are now freely acknowledging the work of 
the cost accountant and shamelessly build- 
ing with the bricks which the cost account- 
ant provides, I have little fear of encoun- 
tering much resentment. 

Distribution is what is known as a ser- 
vice industry, but its importance in these 
days is overshadowed by the production 
industries. Efficiency in production, how- 
ever, is very often prevented by faulty 
distribution; indeed, production cannot 
function unless distribution is efficiently 
maintained. It is a vital and constructive 
function in the whole process of produc- 
tion, and not merely an added cost. More- 
over, since the function of industry is not 
finally fulfilled until output is within the 
reach and income of the consumer, it might 
be thought that as much attention would be 
given to the efficiency of distribution as to 
that of actual production. Unfortunately 
that is not the case, and the economist— 
interested in maximising the satisfactions 
made possible by science and technical 
achievement—is largely frustrated in his 
work by his inability to get at the facts, 


and especially the costs of distribution. For 
this vital knowledge he can look only to 
the cost accountant; and if this great ad- 
vance in economic analysis is to be made 
it is the cost accountant who must accept 
an important national task. 

The significance of distribution in the 
national economy, and the part it plays in 
employment and the generation of national 
income can only be understood when it is 
realized that more than half of our work- 
ing population is occupied in the service 
industries ; that is, those which are respon- 
sible for passing raw materials and semi- 
finished products down the production line 
from one process to the next until the 
finished product reaches the ultimate user. 
Distribution is the vital linking and co- 
ordinating function; but the whole field of 
this function is unexplored territory, and 
what we know about it is to the credit of 
the statistician rather than to the credit 
of the cost accountant who is recording the 
facts every working day. These facts are 
not collated in such a way as to afford con- 
sistent and reliable statistics; and it is not 
surprising that this is so because the cost 
accountant, working on a small section of 
a large and complex undertaking, is inter- 
ested only in the individual trees, so to 
speak. He senses no necessity for viewing 
the whole forest: that is rather the econo- 
mist’s job. That is the first and most im- 
portant reason why we should know more 
—indeed, all there is to be known—about 
each other’s work. 

The second important reason for getting 
together is to dispel some of the grossly 
mistaken ideas about costs of distribution. 
The old illusion that the service industries 
are manned by parasites who merely pass 
the product on, and who impose an un- 
necessary cost upon industry, is not yet 
dispelled. It is still widely believed that 
the ‘‘distributors’’ are largely to blame 
for withholding the benefits of technical 


(Continued on page 11) 
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advances from the people; that they com- 
pose the real bottlenecks which keep supply 
short and prices high; that they constitute 
the real ‘‘rationers’’ and ‘‘controllers’’; 
and that some of the evils of monopoly 
find their roots in the obstructions of dis- 
tribution by the inefficiency of the trans- 
port services in particular. Whether it is 
true or not, industry in general gets the 
blame for denying or delaying justice to 
consumers. Producers would be guilty of 
suicidal policy if it were only partly true; 
but the only evidence which could be effec- 
tively used to refute the charges has not 
yet been collected and organized. 

As I have said in the foreword of the 
first research on the costs of distribution 
conducted by the Department of Com- 
merce at Melbourne University, A Survey 
of Distribution, by Mr. S. J. Lengyel: 

“This is not merely unfortunate, be- 
cause such a situation is always likely to 
produce unfounded and damaging criti- 
cism. Modern communities have become 
‘bottleneck conscious,’’ and are prepared 
to accept any statement about a situation 
of which the precise facts are unknown. 
For this reason alone, it is important that 
the answers to some broad questions should 
be made available as soon as possible. It is 
a matter of social interest to know whether 
monopolistic competition is withholding 
more than it contributes to the improve- 
ment of standards of living. It is socially 
desirable to discover whether it is true, as 
alleged, that large-scale producers and dis- 
tributors are entrenching themselves at the 
expense of the consumer. Even distributors 
themselves will be interested to discover 
whether the existing system of distribution 
dissipates the benefits of cheaper produc- 
tion. The social scientist, equally with the 
layman, wishes to know whether the chain 
of distribution is too long and whether 
control over the traffic is too weak and 
diffusive. The housewife, equally with the 
distributor, wishes to know whether dupli- 
cation of distribution represents effective 
service or merely economic insanity... . 
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On the other hand, the middle-man is 
vitally interested in discovering whether 
he is being unjustly traduced. He, as 
anxiously as the consumer, wants to know 
whether the existing high costs of trans- 
port and advertising are inevitable under 
any form of political control or under any 
industrial organization. He would be in- 
terested in proving whether the fixing and 
maintenance of prices is in the hands of 
manufacturers and of distributors, or of 
either, or neither.’’ 

Our only reply at present is that the 
economist, the distributor, and the con- 
sumer are equally ignorant of the facts of 
a highly complex situation. This ignorance 
ean only be dispelled by organizing the 
machinery for fact finding by statistical 
methods. That calls, first, for a distribu- 
tion census; and we are about the last of 
the industrial countries to be so complacent 
as to allow policy to be guided by guess- 
work. It is to the credit of the Common- 
wealth Bureau of Census and Statistics 
that it is anxious to organize such a census; 
but shortage of trained workers, the dis- 
tortions of the economy caused by war and 
by post-war reorganization, and the illus- 
ory fair-weather of inflationary prosperity 
have pushed the problem into the back- 
ground. I can say with some confidence 
that the Commonwealth Statistician is 
anxious to organize such a census, but the 
preparations for a further war will tend 
to put the project back into the refriger- 
ator. In the meantime, the consumer is in- 
creasingly exasperated by the rising costs 
of living, which are laid, quite unthink- 
ingly, at the door of the distribution ser- 
vices, while the high costs of advertising 
are dropping out of the focus of criticism, 
where they rested so uncomfortably a 
decade or more ago. If you wish to be con- 
vineed of the truth of this observation, ‘‘go 
think in silence and alone’’ of the fish dis- 
tribution crisis in Victoria, or of chronic 
criticism of the distribution of everything 
from gas to fruit. And then reflect, con- 
trariwise, on the demands for restoring de- 
liveries of meat. 


II.—THE COSTS OF DISTRIBUTION IN OTHER COUNTRIES 


The first hurdle which must be faced, of 
course, is the definition of distribution. For 
practical purposes there is little to be 
gained by trying to assess the general 


average cost of distribution in national in- 
dustry as a whole. It is of greater interest 
and significance to set about the cost ac- 
countanecy of distribution for particular 
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industries and for particular commodities. 
That, at least, for better or worse, was 
what we decided on in the second phase of 
the Melbourne University research; and 
that is as far as Lengyel and Beecroft were 
able to go in two years of tough investiga- 
tion. The third phase, upon which we 
would like to be making better progress, is 
the indication of ways and means of re- 
ducing the costs of distribution. We hope 
to have something to offer about the end 
of 1951. 

We did not set out to prove the ‘‘effici- 
ency or inefficiency of the existing distribu- 
tive system, the relative efficiency of the 
different forms of outlet engaged in dis- 
tribution.’’ We merely wanted the facts, 
without comparing or criticising either in- 
dividual industries or consumer outlets. 
Neither were we concerned with the fair- 
ness or otherwise of prices or profits. ‘‘We 
are merely stating ascertainable facts, 
though these facts may sometimes be sug- 
gestive and speak for themselves.’’ My 


listeners will be interested to know that the 
Master Drapers’ Association, who finan- 
cially supported the research, were anxious 


to find and reveal the facts of costs of dis- 
tribution—in Australia and in overseas 
ecountries—for those businesses and for 
those commodities where statistical records 
existed. 

The 
terms: 

‘‘That costs of distribution are often the 
subject of public interest, investigation, 
and criticism is quite natural. Unfortun- 
ately, however, comparisons are too often 
made between the price of raw materials at 
the source and the cost to the consumer of 
the finished article at retail, with the whole 
difference charged to the distributor, loosely 
referred to as ‘‘the middleman.’’ This, of 
course, is a fundamental error. 

‘‘The difference between the net price 
of the raw materials at the producers’ 
premises, contained in a unit of the com- 
pleted product, and the price paid by the 
ultimate consumer is not the cost of distri- 
bution but rather what is called the 
‘spread.’ This is, of course, not identical 
with the cost of distribution (except where 
the produce is consumed in its original 
form, as, for example, in the case of fresh 
fruit and vegetables). It is, more accur- 
ately, the combined value added to the raw 


investigators reported in_ these 
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product by processing and distribution, in- 
eluding transportation and other ancillary 
services. To find the actual cost of distri- 
bution from the primary source to the con- 
sumer would necessitate a dissection of 
costs from stage to stage into costs of pro- 
cessing and cost of distribution, respec- 
tively. 


‘The Aggregate Cost of Distribution 


‘*The farmer’s price already includes the 
cost of some distribution services. The 
cost of raw materials to the manufacturer 
or processor, therefore, contains a certain 
element of distribution charges. Manufac- 
turers have still more essential marketing 
functions, entailing costs which are often 
a substantial part of the price of the manu- 
facturer’s products. 

‘*Again, in the case of imported goods, 
the landed cost already includes a large 
proportion of distribution costs. The goods 
might have passed through the hands of 
some distributive agencies (wholesalers, ex- 
porters, agents) in the country of origin or 
export before they were bought by the 
importer, and then to find the landed cost 
various charges have to be added to the 
purchasing price (e.g. agents’ buying com- 
missions, freight and insurance, landing, 
clearing and customs charges, transport 
costs, etc.). Occasionally we learn the cost 
of importation of certain goods. Thus, for 
instance, the difference between the pur- 
chasing price f.o.b. British port (which 
already contains a large element of dis- 
tribution costs) and the Australian landed 
cost is said to be: 

For earthenware .. 56 per cent 
Cee ae 
paint aay «| ee 
eee We 
carpet sweepers .. 42 
a. Se | meee 
of the purchasing price. (See ‘‘Herald”’ 
—Melbourne—February 6th, 1947.) 

‘*Finally, the composite costs which to- 
gether make up retail selling prices not 
only embrace all costs of marketing incur- 
red by producers, manufacturers, and dis- 
tributors, but also those incurred in the 
distribution of the means of production— 
raw materials, semi-finished goods, 
machines, fertilizers, ete-——which become 
submerged in the finished product. 

‘*Singularly little is known about these 
facts in Australia, and even this little is 
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of doubtful reliability. We have no means 
of appraising all costs of distribution as 
distinctly different from those of produc- 
tion. We cannot, on factual bases, ascer- 
tain the cumulative costs of distribution 
contained in the unit price of some goods 
at all levels of production, processing, and 
distribution either as an absolute amount 
or in relation to price. 


III—TRANSPORT AS A 


The cost of moving the means of pro- 
duction—raw materials and commodities— 
from their source of origin to the final 
users is one of the most important compon- 
ents of the selling price. Any study of the 
costs of distribution should really start 
with an enquiry into the transport system 
and the structure of freight rates. This is 
one of the stickiest of problems. 


The fact that Australia’s transport sys- 
tem is costly and inefficient is the result of 
geographical, political, and __ historical 
circumstances. We cannot alter geography 
—the vastness of the country necessitates 
railway lines of extraordinary length, im- 
mense capital investment, and high costs 
of maintenance. We can, however, unify 
the gauges, the varying widths of which 
make transportation so costly. 


Transportation in Australia, however, is 
bound to be comparatively costly in any 
ease, for the simple reason that the average 
length of haul is much greater than in most 
other countries. It was calculated that the 
cost of transport of all types in Australia 
absorbs about 25 per cent of the national 
income. Although this estimate includes 
transportation both of persons and of 
goods, the cost of transportation of goods 
is still extremely high. 


In Australia we have no reliable data of 
how transport affects uniform delivered 
prices of individual commodities on a 
national scale, and we have to look to 
American figures for guidance: 


“To tackle such an intractable problem 
needs almost a miracle of costing, imper- 
sonal accounting, and the full co-operation 
of trades; precisely that which cannot be 
hoped for. The total cost of distribution 
from the raw material to the point where 
the completed product reaches the con- 
sumer is, therefore, apart from exceptional 
cases, practically incaloulable.’’ 


COST OF DISTRIBUTION 


Cost of transport Cost of transport 

as percentage of as percentage of 
production cost of 

price distribution 

Lumber... 13.4 59.1 
Paints ii 2.5 9.9 
Cement... 16.5 54.6 
Biscuits .. 7.0 20.3 

For fruits and vegetables that are perish- 
able and need particular care, transport 
costs are particularly heavy; they ac- 
counted for about 30 per cent of the total 
selling price for fresh fruit, and for about 
33 per cent for vegetables. If packing, 
loading, and storage are also taken into ac- 
count, the charges for these services (in- 
cluding transport) amount to half of the 
total selling price in both cases. 

The cost of packing plays an increasingly 
important part in the price of a large num- 
ber of goods. Packagings in some indus- 
tries cost more than the goods contained in 
them. Even the expense of simple but ade- 
quate packing may be high. For example, 
a packing case and carton for a console 
radio can cost up to five per cent of the 
manufacturer’s sale price. With the steady 
additions to the pre-packaged class of 
goods which were formerly sold in bulk, 
the way to new methods of distribution 
have been paved. Reducing spoilage and 
the cost of handling, such packaging made 
low-cost distribution such as self-service 
possible, and changed the whole pattern of 
distribution in many trades. Extravagant 
packaging, on the other hand, makes the 
cost of distribution unnecessarily high. 


IV.—CONCLUSION 


_ Enough has been said to show how much 
is known about the facts of distribution as 
the result of carrying out censuses of dis- 
tribution in other countries. In Australia 


we know only the more or less skilled 
guesses of well-informed executives or 
specialists. There is nothing to show 
whether we are justified in believing that 
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the statistical facts of industries or com- 
modities in U.K. or U.S.A. are approxi- 
mately the same as Australian industries. 
Nothing but a national census could show; 
nobody but the cost accountants could pre- 
pare the answers for such a census. Until 
the times are more propitious, or until the 
unrest of consumers becomes sufficiently 
serious politically, we may wait a long time 
yet. The efforts of cost accountants, or of 
the Institute which reflects their views and 
objectives, are the only agencies by which 
the project can be kept alive and the work 
ultimately carried out. 

(1) Satisfactory comparisons of costs of 
distribution in Australia do not exist. 

(2) Nothing but a government census of 
distribution would yield even approximate 
answers. 


MANUFACTURERS’ 
(tn percent 
Direct 
selling 
costs 
12.85 
11.15 
11.47 
11.31 
11.83 
11.08 
9.07 
21.26 
8.72 
11.33 


Automotive 

Clothing 

Confectionery ~s 
Toilet articles and drugs oe 
Furniture 

Groceries 

Hardware #2 

Office equipment .. 
Shoes... ; 
Weighted average 


Of course, averages and variations among 
firms of the same industry are great. How- 
ever, the table shows that the weighted 
average cost of marketing of goods manu- 
factured by all participating firms in the 
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Cost or DISTRIBUTION OF CONSUMER GOODS IN THE U.S.A. 


Advertising 


promotion 
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(3) The special knowledge of cost ac- 
countants forms a reservoir of competence 
which should be used for a task of great 
importance to the community. 

(4) Claims are made that the costs of 
distribution in Australia are lower than in 
most other countries. There is no means of 
checking the claim. 


(5) For transport as a main factor of 
distribution, it would seem to be against 
the probabilities. 


(6) The preponderance of the popula- 
tion living and working in the capital cities 
may offset the geographical disabilities of 
area. 

In 1929 in the U.S.A., of the total of 66 
billion dollars paid by the ultimate con- 
sumers, 39 billion, or 59% represented cost 
of distribution. 


IN 1931 

of net sales) 

Market- 
ing 


18.44 
16.27 
19.78 
30.47 
23.46 
17.92 
12.07 
25.82 
14.22 
18.08 


Physical 
distribution 


Totalin % 
of net 
sales 
24.68 
22.63 
31.55 
38.80 
33.08 
27.11 
18.94 
32.15 
21.19 
26.34 


& sales 


6.24 
6.36 
11.77 
8.33 
9.62 
9.19 
6.87 
6.33 
6.97 
8.25 


3.99 
3.67 
6.68 
18.36 
6.11 
6.21 
2.16 
3.23 
3.67 
5.57 


different lines of industry is more than 
18% of their total sales, while the cost of 


physical distribution averages 8.25%, 
making a total of more than 26% of all 
sales. 


DIsTRIBUTION EXPENSES OF MANUFACTURERS IN 1939 IN PERCENT oF NET SALES 


Total 
distribution 
expenses 


Advertising 
and sales 
promotion 


Industry 


Foods : 
Cereals .. 
Biscuits, crackers. . 
Meats 
Sugar .. 
Clothing and house- 
hold goods: 
Electric appliances 
Men’s shirts .. 
Women’s hosiery. . 


30.85 
29.72 
5.57 
3.87 


8.01 
4.74 
46 
.20 


15.84 
12.29 
10.69 


5.67 
2.82 
2.18 


Total 
distribution 
expenses 


Advertising 
and sales 
promotion 

Clothing and _ house- 

hold goods (contd.) : 

Carpets, rugs 
Women’s dresses. . 

Other lines: 

Rubber tyres, tubes 
Paints, varnishes. . 
Cement . 

Petroleum products 
Lumber ; 


Industry 


11.42 
12.02 


2.24 
85 


22.22 
23.31 
16.28 
21.80 
11.40 


4.26 
3.01 
1.97 
1.75 

40 
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PROCUREMENT CO-ORDINATION 


by 


H. W. GuLaseow, A.C.A.L., 


The writer has for some time been em- 
ployed as cost accountant on the staff of 
a large importing and distributing organi- 
sation with several associated manufac- 
turing companies. He has specialised in 
budgetary control, with particular em- 
phasis on its application to problems of 
purchasing. 

By “procurement” is envisaged far 
more than buying. It is planned and con- 
trolled buying, covering all steps in a 
complete service of supply from the re- 
ceipt of specifications for required 
material through to the issuance of the 
item from the stock room or warehouse 
to the user or purchaser. 

Procurement in its widest sense re- 
quires initial planning and certain routine 
steps, but, above all, co-ordination, not 
only of the various tasks required to 
obtain the materials or merchandise, but 
co-ordination of supply with sales efforts, 
production schedules, and financial com- 
mitments. Nothing can so seriously re- 
strict normal trading operations as the 
embarrassment of idle, surplus, or incor- 
rect stocks, usually the result of an ill- 
planned procurement policy or no policy 
at all. 

The cost of the planned purchasing 
scheme must not be measured in terms of 
salary and overhead payments, but rather 
by the service which can be rendered to 
the manufacturing and selling depart- 
ments of the business. We have the option 
on the one hand of a system resulting in 
correct materials and stocks being always 
on hand as required for manufacture and/ 


ans. (N.z.) 


or sale, combined with a minimum stock 
investment; on the other, little or no co- 
ordination, often resulting in panic buy- 
ing, overtime in the factory, and frenzied 
selling efforts, with violently fluctuating 
stock investments and consequent finan- 
cial burden. Few organisations are able 
to take the latter course, and none can 
afford to do so. Yet every day we experi- 
ence shortages usually attributed to de- 
lays in manufacture, non-delivery of 
stocks, or altered delivery schedules, 
many of which are but the reflections of a 
lack of planning. 


Consciously or unconsciously, increas- 
ing recognition of procurement is taking 
place as business men realise the import- 
ance of this function which can affect so 
vitally their other trading operations. 

In this article it will be quite impossible 
to deal exhaustively with such a vast 
though fascinating subject. In the main, 
generalisations only will be possible, as, 
although the principles will be unchanged, 
the details must vary from business to 
business. 

It is proposed to discuss under the fol- 
lowing headings: 

1. Starting point of procurement. 
2. Co-ordination with financial bud- 
get. 
. Mechanies of purchasing. 
. Control. 


The problems will be discussed most 
fully as applicable to manufacturers, but 
the same principles apply to wholesalers, 
retailers, and other traders. 


1—STARTING POINT OF PROCUREMENT 


In times of shortages of goods (as for 
example during the recent war) many 
traders or manufacturers bought what- 
ever goods were available almost regard- 
less of their quality or performance, 
knowing full well that selling to a public 
starved of consumer goods would present 
little difficulty, Fortunately this is not the 
normal trade position. 


The exact starting point will vary ac- 
cording to the type of business. 

The retailer will endeavour to antici- 
pate public demand, but will probably 
rely to a large extent upon previous ex- 
perience when determining just what to 
buy for sale during the coming period. 
Stock records can be interpreted in the 
light of any special circumstances, such as 
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Procurement Co-ordination—continued 
altering consumer demands, availability 
of new products, competition, ete. Some- 
what similar remarks apply to the whole- 
saler, who will, however, be able in some 
instances to obtain orders from his cus- 
tomers (the retailers) in divance, and this 
will materially help in co-ordinating his 
supply with the demand both known and 
estimated. 


Both the wholesaler and the retailer 
have the same basic problem: to be able 
to supply to their respective customers 
their exact requirements as and when 
needed, and yet have a maximum stock 
carry. 


The natural starting point for procure- 
ment in the case of a manufacturer is, of 
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course, the production schedule or 
schedules. It need hardly be emphasised 
that the final determination of production 
is itself dependent upon the sales budget, 
which is almost always the focal point for 
all operations. During the preparation of 
the sales budget the services of the tech- 
nical staff, including the purchasing 
officer, should be co-opted, as it is a waste 
of time planning to sell products which 
could not be practically or economically 
manufactured or purchased. 

Assuming that the production budgets 
have been agreed upon, the purchasing 
officer will be required to obtain the 
necessary materials. This phase of pro- 
eurement is fully dealt with wunder 
“mechanics of purchasing” below, but we 
must firstly consider the financial aspects. 


2.—CO-ORDINATION WITH FINANCIAL BUDGET 


Just as it is useless to plan sales of 
products which cannot be purchased or 
manufactured, so also is it impossible to 
proceed with the production and manu- 
facturing programmes until their finan- 
cial implications have been examined and 


approved. 

The most logical method of control is 
through a procurement budget, which, if 
properly constructed and properly used, 
will have the following chief advantages 
to the company: 

(a) Provides a guide for financial plan- 
ning in one of the major areas of 
company expenditure. 

(b) Places a definite responsibility on the 
executives concerned in its compila- 
tion and administration, and hence 
leads to more careful forecasting. 


(c) Tends to reduce waste and extrava- 
gant expenditure. 


(d) Affords an effective means of control- 
ling stock investment. 

From the _ co-ordinating supply 
schedules (see “mechanics of purchasing” 
below) it is possible to prepare the 
monthly (or weekly or fortnightly) finan- 
cial requirements of the procurement 
division. 

The expenditure, as so budgeted, will be 
incorporated in the draft of the master 
financial budget, and, assuming that the 
necessary finance is either (a) available 
or (b) able to be arranged, the procure- 
ment budget will be approved. 

If the necessary finance cannot be ar- 
ranged, it may be necessary to review and 
modify the procurement budget, and 
possibly the production budget. In this 
manner it is possible to arrive at a pro- 
curement budget which, whilst within the 
scope of the company’s financial structure, 
will be acceptable for the purposes of the 
production and sales departments. 


3.—_MECHANICS OF PURCHASING 


Actual purchasing will normally in- 

volve the following: 

(a) Preparation of supply schedules. 

(b) Determination of full specifications of 
materials required. 

(c) Preparation of necessary purchase 
requisitions. 

(d) Obtaining of satisfactory sources of 

supply. 

(e) Issue of official orders. 


(f) Follow-up on orders. 
(g) Receipt and checking of goods. 
(h) Correct payment for materials re- 
ceived. 
These functions are worthy of short 
comment. 


(a) Preparations of supply schedules: 


These schedules must be prepared so as 
to co-ordinate as far as possible with: 
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Procurement Co-ordination—continued 


(1) Scheduled production. 
(2) Standard inventory quantities. 
(3) The stock position desired at the end 
of the period. 

Stocks on hand at the beginning of the 
period will also be taken into account. 

The production schedules will have been 
prepared in detail, showing when and 
what types of manufacture it is proposed 
to undertake. With this information plus 
detailed specifications, it is relatively 
straightforward to draw up detailed sup- 
ply schedules showing exactly what 
materials will be required for the manu- 
facturing programme and when they will 
be needed. Deduction must then be made 
for stocks on hand at the beginning of the 
period (after allowance has been made 
for minimum stockholding where applic- 
able) and provision made for any pro- 
posed variation in stockholding at the end 
of the period. 


(b) Specifications: It is the responsi- 
bility of the technical staff to prepare de- 
tailed specifications of materials required, 
and these will be incorporated in or at- 
tached to the official orders issued by the 
purchasing officer. 


(c) Preparation of necessary purchase 
requisitions: When the manufacturing 
programme has been finalised and produe- 
tion budgets completed, it will be the 
responsibility of the executive in charge 
of production to see that the necessary 
purchase requisitions are issued. Fre- 
quently, as a matter of convenience, the 
purchasing officer will co-operate with the 
production division in preparation of 
these requisitions, but it is emphasised 
that the responsibility for requisitioning 
does not rest with the purchasing officer. 

Purchase requisitions should, of course, 
be accepted only if signed by those duly 
authorised. 


(d) Obtaining of satisfactory sources of 
supply. It is not proposed to deal in de- 
tail with the many problems arising under 
this heading. It is sufficient to point out 
that the negotiations culminating in a 

‘purchase contract constitute perhaps the 
most important part of the procurement 
function. They involve essentially the 
location of qualified sources of supply and 
a satisfactory agreement as to delivery 
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and price of the desired material, and the 
purchasing officer must be continually 
searching for and recording up-to-date 
classified information covering suppliers, 
products, and prices. 


(e) Issue of official orders: All the pre- 
viously-mentioned procurement functions 
crystallise in the issue of an offieial pur- 
chase order. The order will, of course, be 
prepared on the basis of the duly author- 
ised requisition, and in itself presents no 
difficulty. It should, of course, be on the 
company’s official order form, which will 
usually have provision for exact descrip- 
tions, quantities, prices, etc., and be en- 
dorsed with standard purchase conditions. 
One very important factor must, hewever, 
be now considered and incorporated in the 
official order, viz., co-ordination of de- 
liveries. 

As discussed previously, the detailed 
supply schedules will disclose exactly 
what—and when—wmaterials are required 
for production, but they will not show 
when the orders should be placed or 
exactly when shipment should be re- 
quested in order to ensure delivery by the 
required time. Experience alone will 
serve as the correct guide, but some of the 
most important factors to be considered 
are: 

(1) Domicile of source of supply. 

(2) Possibility of shipping or forwarding 
delays of an exceptional nature (e.g., 
strikes). 

Expiry date of import licences where 
applicable. 

Previous delivery record of supplier. 
The building up of a reserve stock- 
pile to “carry over” during any 
period of delayed deliveries. 

If this latter procedure is adopted it is 
necessary to face up to the additional 
finance required to carry this reserve 
stock. 


(3) 


(4) 
(5) 


(f) Follow-up on orders: As one emi- 
nent authority has said, “Theoretieally, 
no special expediting procedure should be 


needed. If good production planning is 
the rule in the buyers’ own plant, if engin- 
eering changes are rare and always kept 
to a minimum, if an adequate system of 
inventory eontrol is operative, if the pur- 
chase order was properly prepared, if a 
reliable supplier has been selected and a 
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Procurement Co-ordination—continued 
delivery date given, and if reasonable 
tolerance and mutual helpfulness exist on 
the part of both, then no particular fol- 
low-up device would have to be resorted 
to.” 


But the same writer admits that to pre- 
sume “that such conditions always obtain 
is either sheer bravado or a silly display 
of ignorance.” 


Experience has established the necessity 
for some type of follow-up system. De- 
tails will, of course, differ, but the aim 
is the same: to obtain delivery of the re- 
quired materials at the correct time— 
neither too late nor too soon. 


A frequently-used system is the open 
order file. Office copies of unfulfilled 
orders are filed together during their ac- 
tive life, and each day the file is checked. 
Information regarding delivery ete. is 
eften written on the order, whilst some 
system of indicators or tabs will facilitate 
reference to the relevant orders at the 
appropriate times. 


The writer has personally seen excellent 
results from a separate card index system. 
Each order has its individual card (more 
than one card where the order is for 
spread delivery) on which are inserted 
full particulars regarding acknowledg- 
ment, estimated delivery dates, ete. File 
signals (coloured for different months of 
the year) indicate the stage of complete- 
ness which the order has reached, and 
those requiring follow-up or other action 
are easily identified. 
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(g) Receipt and checking of goods and 
invoices: There is a considerable differ. 
ence of opinion as to whether this funce- 
tion is the responsibility of the purchas- 
ing or accounting department. It is gen- 
erally agreed, however, that the purchas- 
ing office is responsible for ensuring that 
correct quantities ordered are delivered 
at the quoted prices and required times. 
Although he may delegate this checking 
to the accounting department, there is a 
strong argument for making the checking 
of the goods and invoice a function of the 
purchasing department. Not only, as men- 
tioned above, has that department the 
specialised knowledge required for a 
proper check, but also its purchase 
records can only be closed off when the 
relevant goods have been received and in- 
voiced. 


(h) Correct payment for material re. 
ceived: Payment for goods received in ae- 
cordance with the official purchase requi- 
sitions will normally constitute the final 
step in the purchase transaction. 

Before payment is authorised it is 
essential to check that the correct goods 
have been received exactly in accordance 
with all terms of the official purchase 
order. The purchasing office should en- 
sure that the receipt and inspection of 
goods is efficiently carried out under 
proper control. Exact procedure will vary 
with different concerns and different 
types of products, but the aim is the same: 
to ensure that the materials covered by all 
purchase orders are received exactly as 
required in all respects. 


4—CONTROL OF PROCUREMENT 


This phase of procurement falls natur- 
ally under two headings: 
(a) Control of purchase orders. 
(b) Control of purchase budget. 
Dealing briefly with each of these, the 
following main points are apparent: 


(a) Control of purchase orders: This 
aspect has already been covered by 3 (a), 
preparation of supply schedules, and 
3 (f), follow-up on order. 

After all, the main justification for pro- 
curement is the service which it can ren- 
der to the other trading departments, and 
this service will only be worth while if 


procurement as planned becomes a reality. 
Hence the very great importance of con- 
tinuous control. 


(b) Control of purchase budget: The 
initial fixing of a purchase budget (finan- 
cial) has already been outlined under 
“Co-ordination with financial budget” 
above. The purchase budget is frequently 
divided into three classes: 

(1) Blanket. 
(2) Special. 
(3) Specific. 

Blanket allocations are made for a cer 

tain period, e.g. four weeks, and are t 
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Procurement Co-ordination—continued 


cover general purchases broken down into 
departments and perhaps into main pro- 
duct classifications. A careful record is 
kept showing daily values of orders and 
cumulative totals during the period cov- 
ered by the blanket allocation. Frequently 
provision is made for recording on each 
purchase requisition, as authorised, de- 
tails of the covering allocation and 
amount remaining unspent. The purchas- 
ing officer may not place requisitions in 
excess of the allocations except with the 
authority of the board of directors or 
senior executive to whom they may have 
delegated such power. 


Special purchase budgets are to cover 
the purchase of definite quantities of 
specified products required for planned 
manufacture or sale. 


Specific allocations are of a somewhat 
similar nature, being grants for a specific 
purpose, such as the purchase of certain 
equipment or the financing of specific de- 
velopmental work requiring large pur- 
chases. 
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As previously pointed out, procurement 
supply schedules could be prepared from 
the scheduled production, and then the 
setting of a fairly exact purchase budget 
is possible. This, of course, is so only 
where products can be analysed to such 
a degree that the raw material require- 
ments for each unit can be accurately de- 
termined. In many industries, however, 
this is not possible, and raw material re- 
quirements vary constantly. This difficulty 
is frequently overcome by determining 
the average ratio of raw materials to 
sales and fixing the budget allocations ac- 
cordingly. 

Procurement has an essential place in 
every business. It may be only a part- 
time task for one employee, or it may re- 
quire a complete staff. The procurement 
function may even be carried out without 
recognising it as such. Its value as a tool 
to aid in efficient management cannot, 
however, be overestimated, and a full 
realisation and appreciation of this fact 
in any company will undoubtedly pay 
dividends as handsomely as the trading 
divisions. 





CORRESPONDENCE 


To the Editor, 


INITIAL DEPRECIATION — SECRET RESERVES 


It appears that in many cases the 40% initial depreciation on new plant allowed 
for income tax purposes is also being applied to balance sheet values. Forty per cent 
in one year is mostly an excessive depreciation resulting in a ‘‘hidden reserve,’’ 
although some balance sheets do show this excess depreciation as a ‘‘tax reserve’’ or 
in some other way. 

The purpose of applying to book values what is purely an income tax device for 
reducing the immediate tax commitment is no doubt to enable the reserve created to 
ted as an expense and a deduction from profit rather than as an appropriation 
of profit. 

However, unless the facts are disclosed in the balance sheet it would seem that a 
form of secret reserve is being created which has the appearance of legal sanction. 

While the 40% depreciation provides tax relief in the year of purchase of new 
plant, yet in the long run there is no reduction of tax, as no matter what combination 
of rates is applied—40%, 20%, or, say, 5%—the asset can be depreciated only to 
the extent of its cost. Also, the value upon disposal will balance out any under- or 
over-depreciation. 

May I suggest that these somewhat practical aspects might receive attention in 
contributions dealing with initial depreciation and full disclosure. 


**CoLtuins STREET.’’ 
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ENGLISH EXPRESSION 
IN BUSINESS COMMUNICATIONS 


by 


A. H. CLERKE, B.A. 


(Being a lecture delivered to the Commonwealth Accountants’ Students’ Society, 
Victorian Division, on 14 February 1950.) 


We define “English expression” as “the 
clear and concise written presentation of 
a business communication addressed to a 
particular recipient or recipients.” 

Volumes have been written about each 
of the essentials contained in this defini- 
tion. These three essentials are clearness, 
conciseness, and adaptation. It is true 
that adaptation may justly be regarded 
as an aid to clearness of expression. How- 
ever it merits separate consideration be- 
cause it is so frequently disregarded by 
members of the professions—including ac- 
countants. 

Adaptation 

Effective adaptation results when the 
writer is successful in conveying his exact 
meaning to the recipient. Why is it then 
that so many professional men,» when 
writing, frequently fail to adapt them- 
selves to their readers? The main reascn 
for this failure is that accountants are 
trained to think objectively. Of course, 
this objective attitude of mind is an essen- 
tial quality in effective English expres- 
sion. However, this very concentration 
upon the facts has its dangers. We are 
apt to assume that what is clear to our- 
selves is equally clear to other minds. 
Particularly in this age of increasing 
specialisation this unwarranted assump- 
tion is the cause of greater misunder- 
standing than it was in the past. 

We should be careful to use words and 
phrases familiar to those to whom we are 
writing. For example, when we are pre- 
paring a report which will be read by a 
number of shareholders, we should en- 
deavour to interest and attract them. We 
ean only succeed in doing this if we have 
some knowledge of their likes and dis- 
likes, and also by avoiding dullness, or 
what they conceive to be dull. This may 
frequently entail a sacrifice of concise- 
ness, for what may be concise to us may 
be obscure to those whose minds work 
slower than ours. We are even justified, 
at times, in using words with an emotional 


content and picturesqueness when by so 
doing we gain their interest. We should 
not, however, resort to this appeal to the 
feelings unless our aim is to make our 
facts and deductions clearer to the minds 
of our readers. 


Misuse of Jargon 

Frequently the failure to adapt our 
message to a reader arises from the 
writer’s use of “jargon.” This term we de- 
fine as “the specialised use of words and 
phrases amongst members of a particular 
trade or profession.” In all professions, 
particularly those of law and of medicine, 
thousands of words, during the course of 
centuries, acquired a specialised meaning. 
In the accountancy profession there have 
also arisen many words containing mean- 
ings peculiar to that profession. The 
lawyer and the doctor, because of their 
close contact with the general public, are 
taught to realise that the use of jargon 
should be restricted to members of their 
respective professions. The accountant 
frequently does not have this close con- 
tact, and therefore tends to be insuffi- 
ciently on his guard against the misuse 
of jargon. Further, the specialised words 
used by the accountant are in many in- 
stances likely to cause confusion in the 
minds of the general public. This con- 
fusion arises from the fact that so many 
of these specialised words are of recent 
growth, and though they differ only 
slightly from that of common usage that 
difference is sufficient to cause misunder- 
standing between the writer and the re- 
cipient. Some words which illustrate this 
difference are: “presently,” “exhibit,” 
“advise,” “asset,” “promotion.” 


Effective Use of Words 

We now pass on to the consideration of 
standard English words. The practical 
problem for each of us is to have a suffi- 
cient command of words to convey our 
message with precision and conciseness. 
In the English language we have 4 


(Continued on page 21) 
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English Expression—continued 
medium of expression of unrivalled 
wer. Even a century ago the famous 
German philologist Jacob Grimm declared 
that “there was no language on. earth 
either ancient or modern which was equal 
in power of expression and comprehension 
as the English language.’’ There is no 
excuse therefore for us to use vague 
words. The vitality and subtlety of our 
language is illustrated by the great 
variety of synonyms it possesses. An ex- 
cellent book of synonyms is that of 
Roget’s Thesaurus. So greatly is this book 
used by business men in U.S.A. that it 
has been called “the business man’s bible.” 
It is advisable when we are writing an 
important formal letter or a report to 
have for ready reference this book or 
some other authoritative book on syn- 
onyms. For instance, we may desire to 
use a word similar to “beautiful,” but we 
cannot at the moment recall to mind the 
appropriate word. By referring to a book 
on synonyms we find the appropriate 
word. It is well to notice that the term 
“synonym,” as used in the preceding sen- 
tences, does not mean words identical in 
sense and usage, but a word equivalent in 
some of its uses to another word. 

We should aim at using the “inevitable” 
word. By “inevitable” we mean a word 
which conveys to the mind of the reader 
the exact shade of meaning we desire to 
give to him. Particularly in the use of ad- 
jectives and adverbs we are often vague, 
and are inclined to over-use familiar or 
popular words such as ‘‘beautiful,’’ ‘‘won- 
derful,’’ ‘‘marvellous,’’ ‘‘terrible.’’ These 
words frequently have little ‘‘reference 
value’’; in other words they give us a 
blurred or vague picture of the idea which 
the writer wished to express. For instance, 
to refer to Paris as ‘‘marvellous’’ and to 
London as ‘‘wonderful’’ are examples of 
vague expressions. There are also phrases, 
as well as words, which by constant use 
have become outworn and ineffectual. They 
are called ‘‘cliches.’’ We are inclined to use 
these threadbare terms when we write in 
haste or are mentally lazy. The use of 
these threadbare phrases dulls the mind 
of the recipient. Frank Bender, the 
author of Dialectic, declared: ‘‘There is 
no bigger peril either to thinking or edu- 
cation than the popular phrase.” Eric 
Partridge, in his fascinating book Usage 
and Abusage, lists many thousands of 
phrases which he considers are cliches. 
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Amongst these cliches he includes the fol- 
lowing phrases: “abject terror,” “at the 
psychological moment,” “captain of indus- 
try,” “bounden duty,” “for love or 
money,” “from pillar to post,” “in the last 
analysis,” “live from hand to mouth,” 
“with an eye to the main chance.” 

From consideration of these typical 
examples of cliches we can readily appre- 
ciate how dangerously easy it is to slip 
into this tame and bloodless phraseology. 
When we resort to these hackneyed ex- 
pressions we fail to arouse the interest of 
those to whom our remarks are addressed. 
Vitality begets vitality, and when we ex- 
press ourselves with vigour and clarity 
we are likely to beget a similar response 
in the minds of our readers. 

There are some helpful rules which, if 
we follow wisely, will better enable us 
“to be direct, simple, brief, vigorous and 
lucid.” Fowler, the distinguished author 
of English Usage, states these five rules 
as follows: (1) prefer the familiar word 
to the far-fetched, (2) prefer the concrete 
word to the abstract, (3) prefer the single 
word to the cireumlocution, (4) prefer the 
short word to the long, (5) prefer the 
Saxon word to the Romance. He in- 
stanees the use of the pompous phrase 
“in the contemplated eventuality” instead 
of the direct “if so.” This phrase breaks 
every one of the five rules. However, as 
Professor Quiller-Couch reminds us, there 
are occasions where it is more fitting to 
use a long word instead of a short one. 
Thus we use the term “conflagration” 
rather than “fire’’ when we desire to ex- 
press an awe-inspiring spectacle of de- 
struction. Still, we may justly affirm that 
the five rules are usually applicable, and 
any departure from them should be re- 
garded with caution. 

Another rule which we should apply is 
to prefer, wherever practicable, the active 
word to the passive. The reason for this 
preference is that the active voice gives 
more vigour and action to our expression, 
and is therefore more likely to interest 
those to whom we write. Finally, before 
we pass from the subject of a writer’s 
vocabulary, it may prove helpful to give 
a few instances of some prevalent incor- 
rect uses of words. We should avoid 
using “above” as an adjective, “advise” 
for “inform,” “materially” for “largely,” 
“economic” for “economical,” “fewer” for 
“less” (“fewer” refers to number; “less” 
to amount), “imply” for “infer.” “due to” 


B 
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English Expression—continued 

instead of “owing to.” Another word 
which is becoming increasingly misused is 
“factor.” The term means one of two or 
more elements that tend to produce a 
given result. 


Sentences 


From words we pass on to a few prac- 
tical considerations about a combination 
of words which we call a “sentence.” A 
sentence is the basic unit of expression; 
it is a complete thought by means of 
words that are united grammatically. All 
words in a sentence which modify should 
be attached to the words they modify; for 
when this is done it is easier for the 
reader to comprehend the meaning with- 
out loss of valuable time. We should not 
include in a sentence more than one idea; 
to do otherwise is to fail in clear presen- 
tation. There is no easy answer to the 
enquiry as to the length of a sentence. 
To-day there is a tendency to favour short 
sentences, and most authorities on Eng- 
lish expression support this trend. This 
desire for brevity in the sentence is often 
carried too far by the writer, who, in his 
haste, omits appropriate articles, connec- 
tions, or verbs. Our aim should be to give 
a complete statement, for this will be read 
more easily and quickly by the reader. 
Short sentences, if the ideas follow in a 
logical order, are easier to comprehend 
than one that is longer. For this reason, 
when we are writing for people who have 
had little training in following a sentence 
requiring considerable concentration, we 
should rightly favour shorter sentences 
than we use when addressing those who 
are better trained. We should, however, 
avoid monotony, and a string of short 
sentences becomes monotonous. True it is 
that variety pleases the eye and the ear 
of the reader. 

When we desire to emphasise a word 
we do so by placing it in the first or last 
part of the sentence, for these are the 
positions which attract the attention of 
the reader. Similarly, a sentence may be 
used to express the main idea by placing it 
before the words which modify it; or it 
may not disclose the main idea until the 
end. The former type of sentence is called 
“loose,” and the latter “periodic.” Thus, 
the loose sentence “he came when he 
heard the news” becomes changed into a 
periodic one if we say “when he heard the 
news he came.” It will be realised that 
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when the periodic sentence is a lengthy 
one much concentration may be required 
by the reader until he comes to the main 
idea. We should therefore use the periodic 
sentence less frequently when we are 
writing for the general public than when 
we are addressing members of our pro- 
fession. The variety and attractiveness of 
our presentation will result from a judici- 
ous mixture of the periodic and loose 
sentences. 


Paragraphing 

A paragraph is usually composed of a 
number of sentences developing a single 
aspect of the subject. Its purpose is to 
make easier the task of reading the busi- 
ness communication by affording apt rest- 
ing places for the eye and mind of the 
reader. There must be a unifying idea 
running through a collection of thoughts, 
This paragraph nucleus is called the 
“topic” sentence. Frequently this topic 
sentence is contained in the opening re- 
marks, sometimes in the middle, but more 
often at the end of the paragraph. Some- 
times it is not explicitly stated in any one 
sentence. If no topic sentence can be dis- 
covered in a paragraph, then that para- 
graph is not a unit and it does not fulfil 
its proper function. 

We have clearness in presentation when 
each sentence and each paragraph is in 
logical sequence. This sequence we can 
only obtain by regarding the whole of 
our repeat or formal business communica- 
tion as a unit. To attain this unity the 
words, sentences, and paragraphs must fit 
into their appropriate places, just as the 
pieces in a jig-saw puzzle combine to 
make the complete picture. 

As in sentences, so in paragraphs we 
should favour short paragraphs, but 
should also aim at variety in length and 
consider the most effective construction 
of the paragraph for attracting the in- 
terest of those to whom we write. 

The sentences and paragraphs should 
be linked together, and this is more effee- 
tively done by the use of “connections.” 
Connections are link words or phrases 
which we use to join and show the connec- 
tion between sentences and paragraphs. 
Few reports would be coherent if connee- 
tions were not employed. We should not 
forget that they are mechanical devices 
and therefore we are guilty of artificiality 
if we do not use them with discrimination. 
The following is a list of a few of those 
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English Expression—continued 
most commonly used: moreover, of course, 
still, although, therefore, for example, 
certainly, hence, nevertheless, further- 
more, however. We should guard against 
the over-use of any one connective; it is 
surprising how even skilful writers dis- 
play unjustifiable addiction to the use of 
a particular connective. Another method 
of connecting adjoining sentences is by 
repeating words used in both sentences; 
eg. “This delay resulted in the goods 
being sold at a loss; a loss which led to 
the ultimate bankruptcy of the company.” 
Punctuation 

Punctuation should perform the same 
function as paragraphing, for its use is to 
render the writer’s expressed thoughts 
easier for the reader to comprehend. It 
serves a similar purpose to that of paus- 
ing and vocal inflexion in the spoken 
message. In short, punctuation should 
give colour and meaning to our words. 

There are some conventional uses of the 
various signs or forms of punctuation 
which we should know and observe; par- 
ticularly does this apply to the use of 
the colon. Limitations of speech will not 


permit us to consider what is the correct 
usage of the various punctuation marks 
or signs. 

Effective punetuation depends 
upon the writer’s judgment in appreciat- 
ing the appropriate amount of pausation 
or emphasis required, than upon the ad- 


more 


herence to formal rules. We are at times 
inclined to underestimate the importance 
of correct punctuation. Dr.- Temple, the 
famous cleric and English writer, when 
presenting prizes at an English school, 
said (inter alia) : ‘‘If you are getting your 
commas, semi-colons, and full stops wrong 
then you are not getting your thoughts 
right, and your mind is muddled.’’ 

We should guard against a growing 
tendency to use too many punctuation 
marks. The ideal to aim at is the employ- 
ment of the least number of these marks 
to convey our meaning. 

The over-use of capital letters is another 
prevalent fault. This over-use costs 
money by a waste of time and gives an 
appearance of pretentiousness or artifici- 
ality. 

Style 

As well as using correct paragraphing, 

punctuation, and the apt use of words, the 


The Australian Accountant 23 


tone or style of the business communica- 
tion should be attractive. 

We have mentioned earlier that the 
method of presentation should, as far as 
possible, be adapted to capture the in- 
terest of the person or people to whom 
we write. 

We now consider what should be the 
general tone of all our formal letters or 
reports. 

In the first place, we should write 
simply and sincerely. We cannot do this 
if we do not cultivate our own natural 
method of expression. Each of us has a 
style of his own. This is what the cele- 
brated scientist Buffon meant when he 
said “the style is the man.” To develop 
our natural style we should be self-critical 
and observe how the most competent 
writers attain their skill in presenting 
their ideas. By so doing we will be able to 
avoid crudities and other defects in our 
presentation, and at the same time retain 
our distinctive style. 

This will not injuriously affect our ob- 
jective point of view. It will have the 
opposite effect, for we will forget our- 
selves when we write sincerely and 
simply. 

Sincerity in style should not blind us to 
the danger of a dogmatic or of an apolo- 
getic presentation. For instance, we 
should avoid using the dogmatic “must” 
instead of “should” where the context so 
permits. Again, the omission of a modify- 
ing word sometimes renders our tone un- 
necessarily harsh. Also, if we give an 
opinion we should be careful to indicate 
it is an opinion and not state it as a fact. 
To guard against these defects in style it 
will be found helpful to read aloud what 
we have written. This use of the ear- 
service will aid us in discovering awk- 
wardness in presentation, and particularly 
any tendencies towards a dogmatic dog- 
matism or apologetic form of expression. 


Importance of Clear Expression 

Even the wrong use of a comma, or @ 
failure to use it, may result in a financial 
loss. The omission of a comma recently 
occurred in U.S.A., where its omission in 
a tariff schedule cost that country over a 
million dollars. This is an extreme 
example, but it does highlight the care 
that is necessary to ensure a clear as well 
as concise presentation of a business com- 
munication. 





The Australian Accountant 


January, 1951 


CURRENT PROBLEMS DISCUSSED IN 


OVERSEAS 


JOURNALS 


FINANCIAL STATEMENTS 


The study of the technique of prepara- 
tion, analysis, and interpretation of finan- 
cial statements covers a very wide area of 
accounting. It has many facets, the ex- 
amination of some of which is still almost 
in its infancy. One of the aspects concern- 
ing which much work remains to be done 
is dealt with in a stimulating article in The 
Accountant of the 15th July, by Bradbury 
B. Parkinson, under the title ‘‘ Capital 
Measurement and Analysis.’’ Referring to 
popular misunderstandings of the nature 
of accounting, Mr. Parkinson contends that 
accountancy is not fundamentally con- 
cerned with asset accountability at all; 
assets represent merely unexpired expen- 
diture, and are of little significance except 
insofar as they contribute to period analy- 
sis of profitability. Accountancy itself is 
responsible for misleading impressions. 
Undue elevation of the balance sheet in ac- 
countancy law and literature may excuse— 
though it does not justify—hasty conclu- 
sions concerning its importance. Besides 
being a document of unexpired expendi- 
ture, the balance sheet is also a record of 
unexpired receipts, the most important of 
which is capital. ‘‘The balance sheet is an 
historical schedule of outstandings after 
profit measurement to date, and as there is 
no strict interpretation of assets, there is 
none of ecapital.’’ But occasionally an 
elaborate account of capital is necessary, 
and obsession with profits measurement 
may be impeached if it is shown that it 
results in indifference to other aspects of 
accountability which, in fact, are of im- 
portance in profits measurement. Generally 
speaking, insufficient attention is given to 
capital efficiency and its significance in 
profits measurement and analysis. 

Management is responsible for deciding 
the amount and form of capital used, for 
safeguarding its maintenance, and for 
supervising its use to ensure efficiency and 
profitability. The accounting system is 
responsible for directing, for various pur- 
poses, the amount of capital used and its 
cost, for showing the relevance of capital 
structure and adequacy to other financial 
data, for measuring efficiency and reveal- 


ing the possibilities of increased efficiency, 
for ensuring capital comparability, and for 
developing capital presentation. 

Different coneepts are used in the 
measurement of capital. These are: 

(1) the total amount raised directly and 

indirectly ; 

(2) present equity ; 

(3) present equity plus long-term lia- 
bilities ; and 
resources used—that is the amount 
of assets used in the production of 
net operating earnings. 

The last-named is usually the most ser- 
viceable meaning when determining capital 
efficieney, but the first principle is com- 
parability. The profits-capital relationship 
is the hub of the bulk of modern accoun- 
taney practices. For many purposes, capi- 
tal is conveniently taken at equity, ignor- 
ing re-valorisation of book values of assets. 
The comparability of this concept of capi- 
tal is in its favour. 

A capital-efficiency standard may be ex- 
pressed in the form: 


(4) 


cost of borrowed capital and fair 
return to shareholders 





average capital employed 


= average financial responsibility for 
the nse of funds. 


Other important relationships in the 
analysis of capital-efficiency are: 
the proportion of owned 
borrowed funds, 
the proportion of classes of assets to 
total assets, and 
plant velocity. 

Both in the United States and the United 
Kingdom, what have come to be known as 
‘cake cutting’’ financial statements have 
recently attained a certain popularity. In 
these statements income data is grouped 
into three sections: income, expense, and 
distribution. In a letter to the editor of 
The Journal of Accountancy, July 1950, 
G. R. Husband questions the wisdom of this 
form of presentation. He maintains that 
the price paid for labour is a cost, and not 


funds to 
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a distribution of income. Accounting re- 
ports for private enterprise should be con- 
sistent with the basie philosophical assump- 
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tions underlying the free-enterprise sys- 
tem. To treat labour cost as a distribution 
of income is to encourage a quasi-socialistic 
interpretation of corporate statements. 


DEPRECIATION 


A. W. Gilmour, in The Canadian Char- 
tered Accountant, June, discusses diminish- 
ing balance depreciation under the (Can- 
adian) Income Tax Act. As from 1949 the 
use of diminishing balance depreciation has 
been made mandatory in Canada for in- 
come tax purposes. The new procedure is 
that all assets of certain designated classes 
are considered to form separate pools. Costs 
of additions are added to the pool, and sales 
eredited. The depreciation allowance is 
calculated on the balance of the pool 
whether or not all assets continue to exist. 
If an asset is sold for more than original 
cost, or, in the case of pre-1949 assets, for 
more than original cost less depreciation to 
1948, the excess is a special profit, and may 
be eliminated from the pool. The new rates 
have doubled the rates previously allowed 
for depreciation on the straight-line basis. 
Mr. Gilmour’s article critically examines 
the new regulations, the accounting records 
which it will be necessary to keep for tax 


purposes, and the difficulties which will 
arise because the tax records will materi- 
ally differ from those kept in accordance 
with the accepted financial accounting 
practices. The new procedure seems to pro- 
vide one more illustration of the unfor- 
tunate tendency for tax accounting to 
diverge from financial accounting stan- 
dards. 

In the July 1950 issue of Accounting Re- 
search, A. R. Prest, on ‘‘ Replacement Cost 
Depreciation,’’ gives an economist’s ap- 
praisal of the arguments used on both sides 
in the ‘‘recently revived’’ controversy 
about depreciation allowances by replace- 
ment cost. Ly contrast with several other 
economists who have contributed to the 
controversy, Mr. Prest’s article is conspicu- 
ous for its lack of dogmatism and for its 
appreciation of the extraordinarily complex 
nature of the problem, both in its aceount- 
ing aspects and in its relationship to the 
study of economic concepts. 


INVENTORIES 


Like the question of depreciation, with 
which, indeed, it has much in common, the 
controversy about accounting for inven- 
tories is continuing unabated. In The Ac- 
counting Review, July, Samuel J. Broad on 
the ‘‘Valuation of Inventories’’ is a pene- 
trating examination of the whole problem. 
Mr. Broad thinks that, because of the in- 
creasing importance attached to the fair 
presentation of earnings, the concept of 
conservatism for balance sheet purposes as 
a virtue in itself has come into disrepute. 
In accounting for goods ‘‘the major objec- 
tive is the matching of appropriate costs 
against revenues in order that there may 
be a proper determination of realised in- 
come.’’ Purchases of goods are costs: the 
central problem is to decide how much is to 
be charged against current revenue and 
how much is to be carried forward as a 
charge to future periods. The two methods 
most frequently discussed, FIFO and 
LIFO, relate primarily to methods for de- 
termining the cost of goods sold rather than 
the cost of goods left in the inventory. 
From this standpoint, FIFO means ‘‘last 


in on hand’’; LIFO means ‘‘first in on 
hand.’’ 

The purposes of taking inventory are: 

(a) indirect determination of cost of 
goods sold, or 
proving the adequacy and reason- 
able accuracy of cost records and 
book inventories. 

Specific problems in determining costs 
are many. For example, there is the prob- 
lem of whether spoilages, training expenses, 
high supervision costs, and the like are to 
be treated as costs or as losses. Other typi- 
cal problems arise from the deferment of 
repairs, idle facility costs, and re-handling 
costs. Mr. Broad thinks that the amount 
of overhead included in inventory costs 
should in general be related to a normal 
level of operations. Abnormal overhead 
should be treated as an expense or loss in 
the period in which it arises. Exclusion of 
all overhead is not a generally accepted 
procedure. Standard costs adjusted at rea- 
sonable intervals are acceptable, and, if not 
adjusted to current costs, it is sometimes 
practicable to adjust them on the percen- 
tage basis. 


(b) 
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One of the most interesting parts of the 
article is that in which consideration is 
given to the circumstances in which de- 
parture from the cost basis is justified or 
necessary. Such departure may be required 
when the utility of goods is diminished 
because of physical deterioration or obso- 
lescence, or as a result of decline in the 
market price. It is sometimes urged that 
the cost or market rule is inconsistent with 
the historical cost basis of accounting. Its 
historical justification by the desire for 
conservatism in the balance sheet is insuffi- 
cient. Its justification from the standpoint 
of the profit and loss statement is that 
failure to recognise a price decline is, in 
effect, a mortgage on future profits, in that 
expectations of normal profits must be re- 
duced until the goods have been sold. It is 
good merchandising to recognise shrink- 
ages when they occur, to reduce prices and 
be done with it. If this is the sound busi- 
ness policy, the accounts should reflett it. 


It will be recalled that in the reeommen- 
dations of the Institute of Chartered Ac- 
countants in England and Wales the inter- 
pretation of ‘‘market’’ in the application 
of the cost or market rule is that it means 
net selling value. Mr. Broad interprets it 
to mean current replacement cost, with the 
proviso that it should not exceed net realis- 
able value or be less than net realisable 
value reduced by the normal profit margin. 
Judgment must always be exercised and no 
loss should be recognised unless the evi- 
dence indicates clearly that a loss has been 
sustained. It must be remembered that 
sometimes selling prices do not react 
quickly to lower replacement cost. The use 
of the retail method of valuing inventories 
automatically incorporates in the costing 
formula the factor of realisable value. 


Permissible methods of allocating costs 
vary according to circumstances. In addi- 
tion to FIFO and its variant, average cost, 
and LIFO, specific identification is ap- 
proved in certain cases—for example, leaf 
tobacco stocks—and the hedging basis is 
frequently used by cotton and grain 
dealers. The fundamental point is that the 
policies, methods, and conditions under 
which the business is carried on have an 
important bearing on the appropriate basis 
of valuation. Lack of uniformity in the 
sense of standardization is necessary and 
essential. 
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Mr. Broad gives general support to the 
view that LIFO represents a practical way 
of matching current revenues with current 
costs. Substantially it excludes from in- 
come gains or losses which would otherwise 
arise from changes in the price of goods, 
but it should be recognised that such gains 
or losses are the effects of both inflation and 
relative price changes. Perhaps this is res- 
ponsible for some of the objections to 
LIFO. If the LIFO method is used, there 
is a stronger case than with other methods 
for treating market declines as separate 
from the cost of goods sold. 

Finally, consistency is basic in account- 
ing, but this should not preclude a change 
of method if change is otherwise desirable. 
It does, however, mean that the effect of 
the change should be disclosed. 

Mr. Broad’s general approval of LIFO 
contrasts strongly with the view of John 
Pagani and William O. Jones in an article 
entitled ‘‘Price and Mortality Expectations 
and Valuation of Inventories,’’ in The Ac- 
counting Review, July. This article con- 
tends that, depending upon the assumed 
life-span of an inventory and the assumed 
course of prices, any one of three methods 
of valuation may be appropriate. These 
are the base-stock method, LIFO, and 
FIFO. 

Under the base-stock method it is a 
sumed that a minimum working stock is 
maintained in perpetuity. This is a ‘‘sunk” 
cost, whose value to a continuing concern 
is divorced from the market. The method 
is not appropriate in cases where obsoles- 
cence, changes of style, or innovations re- 
sult in frequent changes in the character of 
goods sold. If it is used, strict logic de- 
mands that the base-stock should be treated 
as a part of ‘‘fixed’’ assets. The difficulty 
is that, as with all fixed assets, it is im- 
possible to hold any sort of definite price 
expectation for the indefinite future. 

The LIFO method assumes that the life 
span of the inventory is zero, and that the 
prices at the time of liquidation of the in- 
ventory will be what they were on the day 
when the initial stock was acquired. In 
other words, prices prevailing at the birth 
of the inventory are taken as the best esti- 
mate of the prices that will prevail at its 
death. No set of expectations can m 
valuation of inventory under LIFO at all 
realistic. What LIFO tends to do is t 
eliminate from the profit and loss state- 
ment in a rather haphazard manner profits 
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and losses which arise from appreciation or 
depreciation of the value of the inventory 
—losses which may be quite real and which 
may even be so real as to bankrupt the 
firm. 

Under the FIFO method the life span of 
the inventory is assumed to be one account- 
ing period, and the price expectation is 
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that there will be no change from the date 
of the last purchase until the end of the 
accounting period. The income statement 
thus becomes an ex post record of realised 
income or historical income rather than an 
ex ante statement of what income will be 
in the next period if sales are the same as 
they were in the previous period, and if 
cost of goods sold is the same as it was at 
the end of the previous year. 


COST ACCOUNTING 


An unusual article by L. R. Bennett in 
Cost and Management, June, on ‘‘ Budget- 
ary Control in Job Manufacturing as Ap- 
plied to a Foundry, Machine and Engineer- 
ing Plant,’’ describes a complete job cost 
system in a foundry and machine shop 
working to specific orders, with control 
through the use of a budget. The article is 
unusual because it is generally believed 
that job production which is not of a stan- 
dardized nature does not readily lend itself 
to budgetary control. The article describes 
the method of determining normal capac- 
ity, preparation of a flexible expense bud- 
get and a sales budget, the application of 
expense, the determination and treatment 
of variances, the setting of standards for 
direct metal costs, job costs and summaries, 
and comparisons of estimated and actual 
cost. 

The Cost Accountant, August 1950, pub- 
lishes two of the six papers, and the discus- 
sion thereon, given at the first Summer 
School of the Institute of Cost and Works 
Accountants, held at St. Catherine’s Col- 
lege, Cambridge, in July. One of these is 
“Financial Planning and its Relation to 
Costing,’? by A. H. Syme. This discusses 
the information required by a financial 
executive in his endeavour to see into the 
future. This information includes: the 
state of the order book, trading forecasts, 
capital expenditure programme, stocks and 
work-in-progress targets and forward com- 
mitments, cash forecasts, prospective dis- 
position of funds, and ‘‘intelligence about 
the enemy.’’ Obtaining such intelligence 
has been made much easier by the new 
Companies Act. The other paper, by 
Lawrence W. Robson, entitled ‘‘Problems 
of Cost Reduction with Particular Refer- 
ence to Mechanical Handling,’’ is a sum- 
mary of a report of a specialised team (of 
which the author was a member) sent to 
the United States under the auspices of the 


Anglo-American Council on Productivity: 
‘“‘To study and report upon the circum- 
stances which have led to the wide applica- 
tion of materials handling aids and the use 
of power-driven hand tools in American 
manufacturing industry, and the reason 
why employers and operatives welcome 
their introduction. To report on the gen- 
eral principles which have been evolved as 
a result of their experience which may be 
applicable to British industry.’’ Aspects 
covered in the paper include the approach 
of American management to the problem, 
how the accountant can help, reeommenda- 
tions in the report, responsibilities of the 
accountant in implementing the recommen- 
dations, American experience of effects on 
costs, and capital expenditure involved and 
its recovery. 

A short contributed article in The Ac- 
countant, 29 July, on ‘‘Unit Costing for 
Hospitals,’’ shows the results of the appli- 
cation to a small hospital of a formula for 
neutralising variations in occupancy rates 
in the comparison of hospital unit costs. 


The addresses of the publishers of the journals 
referred to in this article are as follows: 
The Accountant, 
42 Baker Street, 
London, England. 
The Journal of Accountancy, 
270 Madison Avenue, 
New York 16, N.Y., U.S.A. 
The Canadian Chartered Accountant, 
10 Adelaide Street East, 
Toronto, Ontario, Canada. 
Accounting Research, 
Bentley House, 
200 Euston Road, 
London N.W.1., England. 
The Accounting Review, 
450 Ahnaip Street, 
Menasha, Wisconsin, U.S.A. 
Gost and Management, 
66 King Street East, 
Hamilton, Ontario, Canada. 
The Cost Accountant, 
63 Portland Place, 
London W.1, England. 
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Greater Production: WautTeR Scott; The Law Book Co. of Australasia Pty. Ltd., 


Sydney, 1950. 


Everyone agrees that social progress de- 
pends upon production; that, in present 
circumstances in which there is inflationary 
pressure on resources, to maintain and im- 
prove living standards greater production 
is an urgent necessity ; that the problem of 
how to inerease productivity is a world- 
wide problem, though it is particularly 
acute in Australia. 

Everyone knows that the free-enterprise 
system has a magnificent record of achieve- 
ment rather than by its past record. And 
welfare, but that it is likely to be judged 
and to stand or fall by its future achieve- 
ment rather than by its past record. And 
most thoughtful people realize that the 
problem is extraordinarily complex, and 
that no easy solution through nostrums or 
panaceas is attainable. 

It is not to be wondered at, therefore, 
that an industrial management leader of 
the calibre of Mr. Walter Scott should have 


been impelled to attempt a survey of the 
whole problem, an analysis of its manifold 
aspects, and an examination of causes of 
industrial unrest and of possible remedies 
and ameliorating influences. Nor is it sur- 
prising that the attempt has taken him far 


afield and has resulted in a book whose 
range and intensity leaves a reader a little 
breathless. 

The work is divided into three parts. 
Part i, some 170 pages, examines the gen- 
eral nature of the problem of greater pro- 
duction from the standpoints of manage- 
ment, trade unions, individual employees, 
and the public. Part ii, about 350. pages, is 
devoted to an examination of the possi- 
bilities of solution through measures de- 
signed to reduce absenteeism and labour 
turnover, strikes and social insecurity, and 
to improve production methods, industrial 
relations, public relations of industry, and 
non-financial incentives. Part iii, about 140 
pages, discusses financial incentive plans— 
their value, the conditions necessary to 
their successful use, and the reasons: for 
and means of overcoming union hostility. 

Each part is copiously (perhaps, as Mr. 
Seott himself fears, even too copiously) 
illuminated by quotations from business 


Pp. XXVII + 685, price £3/10/-. 


magazine and newspaper articles, and from 
reports and pronouncements by industrial 
associations (of management and labour) 
and of industrial leaders in U.S.A., U.K. 
and Australia. Mr. Scott himself writes 
with persuasion and conviction. As one 
would expect, he rejects as permanent 
solutions such ‘‘easy’’ means as increased 
working hours or ‘‘queues at the factory 
gate.’’ He sees the problem of greater pro- 
duction as primarily a challenge to business 
management. Indeed, the keynote to his 
whole approach is the statement, which he 
‘would like to see emblazoned across the 
sky in every State of the Commonwealth,”’ 
that ‘‘management is the art of raising the 
standard of living.’’ But he sees also the 
responsibilities of the other partners in in- 
dustry—the employees and the trade 
unions. And, withal, he shows a dispassion- 
ate yet penetrating understanding of the 
justice of the claims of both management 
and labour unions, as well as of their de- 
ficiencies. 

The industry with which he has explored 
the whole field and with which he has mar- 
shalled the views of overseas writers in 
support of his own arguments is amazing. 
One wonders how on earth, in the midst of 
a busy life, he could have found the time 
to think about and plan, let alone produce, 
a’ work of such magnitude and signifi- 
cance. 

It may well be that all the answers to 
the questions raised are not to be found in 
the volume. Indeed, Mr. Scott specifically 
disclaims any pretence at knowing them. 
Certainly they are not to be easily found in 
the book. But that is inevitable: solutions 
are not easy, because the problems them- 
selves are of almost baffling complexity. 
This much, however, may be said with con- 
fidence: few, if any, industrial managers 
or union leaders could read this book with- 
oat gaining a wider knowledge of the 
nature and difficulties of the problems of 
increasing production and a better appre- 
ciation of the ways in which greater har- 
mony in industry may best be achieved. 


A.A.F. 
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Cost Control in the Boot and Shoe Industry: Russe. J. Cuark; Gee and Company 


(Publishers) Ltd., London, 1950. Pp. 77, price 19/6. 


(Australian agents: The 


Law Book Company of Australasia Pty. Ltd.) 


In this volume a good case is made for 
the use of standard costs in the boot and 
shoe industry. Although it is only a short 
work, the author has been able to handle 
his subject thoroughly. 

There are chapters dealing with 
materials, stock and stores control, ac- 
counting for labour and for expense, with 
useful explanations of how to treat prob- 
lems peculiar to this industry. 

The establishment of standard cost 
specifications is explained and illustrated 
by a specimen standard cost in full detail, 
including provision for administration, 
selling, and distribution expenses. 

A chapter is given over to showing how 
entries are made in the general ledger ac- 


counts to comply with the needs of the 
system as discussed in earlier chapters. It 
is interesting to note that the author, in 
his illustration, writes off depreciation 
from fixed plant account instead of using 
a provision for depreciation account and 
retaining the asset on record at cost. 


The concluding chapters have special 
interest for management in explaining 
how management should use the informa- 
tion which the system can provide. Par- 
ticular reference is made to the problem 
of declining trade and how fixed expenses 
should be regarded in those cireum- 
stances. 


L. H. DILLON. 


The Australian Commercial Dictionary: Rk. Kerrn Yorston; The Law Book Co. of 
Australasia Pty. Ltd., 1950: Pp. VIII + 382, price 22/6. 


In this second edition of a most useful 
book, Mr. Yorston has had the assistance, as 


associate editors, of Messrs. L. Goldberg 
and D. M. Hocking, of the University of 
Melbourne, and of Messrs. W. Paul and 
J. P. C. Watson, Barristers-at-Law. 

The publication is much more than its 
title suggests. Both words ‘‘commercial’’ 
and ‘‘dictionary’’ have been interpreted in 
a very wide sense. A sub-title describes it 
as ‘‘a selection of accounting, business and 
legal words, phrases and abbreviations,’’ 
and at a rough calculation there are more 
than 3,000 definitions in the book. The 
work of compilation must therefore have 
been heavy, particularly as many of the 
words and phrases relate to accounting 
terms the meaning of which is far from 


standardized. An especially notable feature 
is the care that has been taken, in instances 
where the meaning of an accounting term 
is controversial, to give a concise—and 
sometimes lengthy—summary of different 
views as to the proper interpretation of the 
term. 

One has before had occasion to marvel at 
Mr. Yorston’s industry and capacity for 
taking pains. This is one more instance of 
the great service which he is giving, and 
has been giving for a long time, to the cause 
of commercial education in Australia. For 
accountants, business men, lawyers, and 
economists, no less than for commercial 
students, this book will be truly invaluable. 


A.A.P. 
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LEGAL SECTION 
Edited by 
J. M. GREENWOOD, LL.B., F.I.C.A. 


WHEN ARE DEBTS PART OF THE CAPITAL EMPLOYED IN 
A BUSINESS ? 


B.S.A. Co. Ltd. had portion of its capital 
invested in plant and machinery which was 
destroyed by enemy bombing over England 
in 1940. In 1941 regulations were framed 
to enable a claim under the War Damage 
Act 1941 (Eng.). The claim was made 
promptly, was conceded in 1945, and paid 
in 1947. The company claimed that the 
sum received was an asset forming part of 
the capital employed in its trade or busi- 
ness in 1941 for the purpose of Excess 
Profits Tax which, like War-time (Com- 
pany) Tax in Australia, had regard to the 
percentage of profits to capital employed. 
This claim was rejected by the Court of 
Appeal, which distinguished J.R. Comrs. v. 
Terence Byron Limited, [1945] 1 All E.R. 
636, where the House of Lords held that a 
theatre destroyed by enemy bombing must 
still be regarded as ‘‘capital in the trade 
or business.’’ (Birmingham Small Arms 
Co. Ltd. v. IR. Comrs. (1950)—not yet 
reported. ) 


Somervell, L.J., drew an analogy with 
an unquantified insurance claim over a 
machine. If the machine were just bought 
and were not insured at the time of its de- 
struction, the capital employed would be 
reduced by the purchase price. If the 
machine were insured, the claim, whilst yet 
to be negotiated, quantified, and paid 
would not be capital employed. It might 
be different if the existence of the claim 
had been used to raise money or obtain 
credit. When the claim was quantified it 
would become a debt, and when paid, 
money, both of which would be capital em- 
ployed. 

Jenkins, L. J., interpreting the phrase 
in the enactment, ‘‘debts due to the person 
carrying on the trade or business,’’ said 
this did not mean that every debt was 
necessarily part of the capital employed, 
but merely that if a debt was part of such 
capital it was to be valued in the way 
stated. 


STOLEN TAX DEDUCTIONS — AT WHOSE RISK ? 


A lady employer deducted tax from 
wages paid to employees as required by s. 
2 (1) of the Income Tax (Employments) 
Act 1943 (Eng.). She put the money in 
a bag in a locked safe, whence it was stolen 
and was not recovered. When called to ac- 
count by the Inland Revenue authorities, 
she argued that the money was at their 
risk, not hers, that it is a well-known con- 
stitutional proposition that there can be no 
tax without the authority of Parliament, 
and to hold that she was liable to pay out 
of her own money the tax which had been 
stolen would be in effect to tax her without 


lawful authority in respect of the wages 
of her employees. 

This argument was rejected by the 
Court, Croom-Johnson, J., remarking that 
‘‘it was not money ear-marked or held m 
such a way that it would be a breach of the 
employer’s duty to them [the Revenue] if 
she used the money for her own purposes. 
She was just as free to deal with it as an 
vid lady who put her church collection 
money in one purse and the money for the 
butcher or baker in another would have 
been free to use the contents of either of 
those purses.’’ (A.-G. v. Antoine, [1949) 
2 All E.R. 1,000.) 


NO DIFFERENCE BETWEEN SHARES AND STOCK 


A testator directed that all moneys to be 
invested under his will might be invested 
in ‘‘the debentures or debenture stock or 
shares of any public company which shall 


have paid dividends upon its ordinary capi- 
tal for at least three years prior to the time 


of investment . . . but not in any stocks 
funds bonds shares or securities to bearer.” 


(Continued on page 31) 
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Legal Section—continued 
Held: prima facie the reference to the 
shares of any public company included a 
reference to the stock of such a company, 
and, there being nothing in the context of 
the will to displace that construction, the 
trustees’ power of investment extended to 
stock in a public company having the quali- 
fication indicated. (Re Boys’ Will Trusts; 
Westminster Bank Ltd. & Anor. v. Boys 
& Ors., [1950] 1 All E.R. 624.) 

Per Romer, J.: ‘‘. . . it seems to me that 
the result of the authorities is . . . that 


there is no difference at all between the 
stock of a company and shares in a com- 
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pany. There may be a difference between 
the debentures and debenture stock of a 
company, but one can readily understand 
that so far as stocks and shares in a com- 
pany are concerned, the rights of the holder 
of stock are precisely the same in every 
respect as the rights of the holder of shares. 
It is merely for the convenience of market- 
ing investments that shares are from time 
to time converted into stock.’’ 

Reliance was placed on Re McEacharn’s 
Settlement Trusts, [1939] Ch. 858, where 
the converse was held, namely, that a power 
to invest in stocks extended to fully-paid 
shares in a limited company. 


FORFEITURE CLAUSE IN WILL 


Testators commonly insert provisions in 
their wills whereby beneficiaries such as life 
tenants forfeit their rights if they become 
bankrupt or attempt to charge their in- 
terest for payment of their debts—‘‘spend- 
thrift trusts.’’ Such partial restraints on 
alienation are good—in fact trustee legisla- 
tion provides for ‘‘ protective trusts’’ under 
which the trust fails if the beneficiary 
“does or attempts to do or suffers any act 
or thing . . . whereby if the income were 
payable to (him) absolutely, he would be 
deprived of the right to receive the same 
or any part thereof’’ (cf. N.S.W. Trustee 
Act 1925, s. 45 (3)). 


A testator gave his residuary estate to 
trustees on trust to pay the income thereof 
to his nephew H. ‘‘during the rest of his 
lifetime so long as he shall be able to give 
& personal discharge for such income and 
shall not have become bankrupt or assigned 
or charged such income in favour of any 


other person or corporation in any of which 
events the trusts in his favour shall deter- 
mine.’’ The testator died in 1946, and the 
income of the residue was paid to H. until 
the end of 1948, when he was certified to 
be a person of unsound mind. On 25th 
January, 1949, a reception order under the 
Lunacy Act 1890 (Eng.) was made, and, 
subsequently, a receiver of his estate was 
appointed under the Act. 

Held: the object of the forfeiture clause 
was to prevent the income getting into 
other hands, and the clause was not in- 
tended to operate where the income would 
remain for the benefit of H.; as the re- 
ceiver was H.’s statutory agent and could 
give a good receipt for H.’s income, H. 
could give a ‘‘personal discharge’’ through 
the receiver; and, therefore, he had not 
forfeited his interest in the income of the 
testator’s residue. (Re Oppenheim’s Will 
Trusts; Westminster Bank Ltd. v. Oppen- 
heim & Ors., [1950] 2 All E.R. 86.) 


BREACH OF WARRANTY AS TO CONDITION OF 
MOTOR CAR ACQUIRED BY HIRE-PURCHASE 


Acting on representations by motor car 
dealers that a car was in perfect condition, 
a purchaser paid a deposit, and, in respect 
of the balance of the purchase price, en- 
tered into a hire-purchase agreement with 
a finance company to whom the dealers had 
sold the ear, under which the car was let 
to him on hire-purchase terms. He paid all 
the instalments due under the agreement, 
and the property in the car passed to him. 
The car was not in perfect condition, and 
the purchaser was compelled to have con- 
siderable repairs done to it. In an action 
by the purchaser against the dealers for 


damages for breach of warranty, held: the 
dealers had given a warranty as to the con- 
dition of the car which had induced the 
purchaser to enter, not into a contract for 
the sale of the car, but into the hire-pur- 
chase agreement; the warranty had been 
broken ; and, accordingly, the dealers were 
liable for the damage suffered by the pur- 
chaser through his paying a larger sum for 
the car under the hire-purchase agreement 
than the car was worth and he would have 
paid if the warranty had not been given. 
(Brown yv. Sheen and Richmond Car Sales, 
Ltd., [1950] 1 All E.R. 1102.) 
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DUTY OF TRUSTEES TO OBTAIN BEST PRICES 


When negotiations for the sale of pro- 
perty, which was held by trustees on the 
statutory trusts for sale, were in an ad- 
vanced stage, the contract having been 
signed by the offeror and one of the trus- 
tees, the trustees received a higher offer 
from one of the beneficiaries, but they con- 
sidered themselves bound by commercial 
morality to complete with the original pur- 
chaser, and, therefore, they refused the 
higher offer. Held: the higher offer should 
have been accepted. 

Per Wynn-Parry, J.: ‘‘It is true that 
persons who are not in the position of trus- 


tees are entitled, if they so desire, to accept 
a lesser price than that which they might 
obtain on the sale of property, and not in- 
frequently a vendor, who has gone some 
lengths in negotiating with a prospective 
purchaser, decides to close the deal with 
that purchaser, notwithstanding that he is 
presented with a higher offer. It redounds 
to the credit of a man who acts like that in 
such circumstances. Trustees, however, are 
not vested with such complete freedom. 
They have an overriding duty to obtain the 
best price which they can for their bene- 
ficiaries.’’ 


MEANING OF “RUNNING REPAIRS” 


A tramcar depot belonging to a transport 
undertaking included a repair shop in 
which were effected, besides small repairs 
and adjustments, substantial repairs neces- 
sitated by collisions. New parts, made else- 
where, were fitted into tramears to replace 
damaged parts, and vehicles were some- 


times retained undergoing repair for a con- 
siderable time. 

Held: repairs which were necessitated 
by a collision could not be called ‘‘running 
repairs,’’ which meant repairs becoming 
necessary in the ordinary running of the 
vehicle. (Griffin v. London Transport Ez- 
ecutive, [1950] 1 All E.R. 716.) 





ACCOUNTANTS NEED TO KEEP IN TOUCH WITH 
PROFESSIONAL THOUGHT 


Accounting principles and techniques are changing: they have changed much 
(smnce 1937). 

Being essentially the application of judgment, and being singularly free from 
rigid rules and mechanical procedures, accountancy is practised successfully only 
by those who have some kind of a pipeline to the main stream of accounting and 
financial thought. The more generally available is this kind of information, the 
more effective is the accounting profession. 


—The Journal of Accountancy, May 1950. 
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STUDENTS’ SECTION 


Edited by 
K. C. KEOwN, A.I.C.A., A.M.T.C. 


MODEL ANSWERS 
by 


Mr. A. G. JAMES, A.M.T.C., A.I.C.A, 


ADVANCED ACCOUNTING III—Examinations—October, 1950 


These answers are not official; they have not been reviewed by the Board of 
Examiners of the Commonwealth Institute of Accountants, and represent 
only the views of the member preparing them. 


Question : 
1,(a) What is a semi-logarithmic chart, and what are its advantages and disadvantages, as compared 
with an arithmetic scale chart? 
(b) Using the method of mathematical curve fitting, show the percentage deviations in 1942 a 
1948 from the long-term trend in the following data: 


YEAR SALES IN £°s 
1941 aid ie 2 21,000 
1942 - is ie ‘ 21,500 
1943 r on ; 24,000 
1944 an sian sai i 23,500 
1945 ade a - ie 26,500 
1946 . - _ _ 28,000 
1947 i wis - ; 30,500 
1948 on oa aaa , 31,600 
1949 she i - = 33,700 


Answer . 

(a) A semi-logarithmic (or ratio) chart is one on which the vertical seale is arranged 
logarithmically while the horizontal scale is divided arithmetically. This enables 
rates of change to be shown. 

The advantages, compared with an arithmetical chart, are: 

1. They are useful when it is desired to draw particular attention to rates of 
change or to ratios. 

2. The range is much greater. Series which differ greatly in magnitude may 
therefore easily be shown on the same chart. 

3. If two or more curves are to be shown, there is no need to worry about the 
comparability of the scales used for the various curves, since they are auto- 
matically comparable. 

The disadvantages are : 

1. It is not as commonly used as it might be, and so is unfamiliar to many 
people. 

2. It cannot be used to show on the same chart negative items (e.g., losses) 
and positive items (e.g., profits), as the vertical scale must begin with 
some higher value than zero. 

The calculation of the logarithms of the original data presents difficulties 
to those unaccustomed to the use of logarithms. 


In some cases amounts of change are more important than rates of change. 
In such cases, the arithmetic scalex is to be preferred. 
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(b) DEVIATIONS ’ ORIGINAL 
YEAR ORIGINAL IN YEARS TIME DaTA X TREND 
DATA FROM DEVIATIONS TIME VALUES 

MIDDLE YEAR SQUARED DEVIATIONS 

= x x? xY 

21,000 16 — 84,000 20,128 
21,500 — 64,500 21,771 
24,000 — 48,000 23,414 
23,500 — 23,500 25,057 
26,500 —- 26,700 
28,000 + 28,000 28,343 
30,500 + 61,000 29,986 
31,600 + 94,800 31,629 
33,700 + 134,800 33,272 


+ 98,600 


| KOK RO 


240,300 


240,300 
Arithmetic Average of Y = = 26,700 — trend value for middle year 1945. 


Arithmetic Progression — 


Calculation of Percentage Deviations: 
YEAR ORIGINAL TREND % % 
VALI VALUE DEVIATION 
1943 24,000 23,414 102.5 +- 2.5 
1948 31,600 31,629 99.9 —.1 


Question : 
2.—A summary of the trading account of a manufacturing concern for the past two years is as 


under :— 
YEAR ENDED 30TH JUNE 
1950 1949 
£ £ 
Sales : wii ie 41,875 75,000 
Cost of Goods Sold - ‘s 35,000 60,000 





Gross Profit ap atin Pe 6,875 15,000 





The proprietors of the business cannot understand the reason for the comparatively unsatis- 
factory result of operations for the year end +d 30th June, 1950, and they have asked you to 
inquire into it. Upon inquiry, you have ascertained that:— 

(a) the volume of goods manufactured in 1949-50 was exactly the same as in 1948-49; 

(b) the margin between selling price and manufactured cost was exactly the same in both 
years ; 

(c) at 30th June, 1948, and 20th June, 1949, stecks-of finished goods were valued at 
factory cost; at 30th June, 1950, ‘they were written down below factory cost by 
£1,500 ; 

(d) at 30th June, 1949, steeks-of finished goods were low because a large quantity of 
goods had been delivered and invoiced to customers late in that month; at 30th June, 
1950, they were high because, owing to a transport strike, no deliveries were made to 
customers in the last month of the year, but a large quantity of goods was delivered 
and invoiced to customers early in July, 1950; 

(e) the cost of goods sold in the two years was made up as under:— 

‘YeEaR ENDED 30TH JUNE 
1950 1949 
£ £ 
Stock of finished goods at beginning of year, at cost we 7,500 17,500 
Cost of goods manufactured during year ie , oe 50,000 50,000 


57,500 67,500 





Less stoek-of finished goods at end of year, at lower of cost 
or market selling value pee i i ee - 22,500 7,500 





Cost of goods sold zs rt st Te él doen 35,000 60,000 
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Re-arrange the statement in such a way that it will disclose as clearly as possible the 
reasons for the comparatively unsatisfactory result of operations for the year ended 30th June, 


1950. 


N.B.—A statement only should be 


Answer: 


Goods manufactured, at selling price .. 
Less cost of goods manufactured 


Gross Margin 


Add Gross Profit realised during ye on sales of : stoc 


beginning of year 


Less Gross Profit unrealised on stock on hand 


year 


Less amount by which stock at end has been written 


Gross Profit disclosed 


Question : 


no nariative report is required. 


1950 1949 
£ £ % 
62,500 62,500 100 
50,000 50,000 80 


12.500 2 12,500 20 


at 


4,375 


at end of 


6,000 1,875 


8,375 15,000 


down 1,500 


6,875 15,000 


3.—Set up, in a form which complies with modern standards of presentation and disclosure, a hypo- 


thetical balance-sheet as at 30th June, 


described, the undermentioned items. 
, 


f a limited company, including therein, properly 
The form used should be vertically arranged, and should 


bring out clearly the amount of the working capital of the company. 


Cash in hand. 

Bank overdraft. 

Proposed dividends. 
Machinery and equipment. 


Accumulated depreciation en machinery 


and equipment. 


Amount set aside for estimated increased 
cost of replacement of machinery and 


equipment. 
Trade debtors. 


Loans to directors for long terms. 


Prepaid expenses. 
Sundry creditors. 
Paid-up capital. 
General reserve. 


Answer : 


BALANCE SHEET 


@urrent Assets 


Cash in Hand 
Trade Debtors 


Stocks on Hand (at lower of cost or r market) 


Prepayments 


Less Current Liabilities 


Bank Overdraft 

Sundry Creditors i 
Provision for Proposed Div idend .. 
Provision for Income Tax .. 


Working Capital 
Deferred Assets 


Loans to Directors .. 
Advances to Subsidiary Companies 


Stocks on hand, at accepted basis of 
valuation. 

Amount set aside to reduce book value of 
stock on hand below the lower of cost 
or market. 

Shares in subsidiary companies. 

Advances to subsidiary companies. 

Leasehold land. 

Freehold land. 

Goodwill. 

3uildings. 

Accumulated depreciation on leaseholds. 

Accumulated depreciation on buildings. 

Estimated liability for income tax. 

Accumulated profits unappropriated. 


LIMITED 
AS AT 30TH JUNE, 1950 
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Students’ Section—continued 
BALANCE SHEET—Ccontinued 


Investments 
Shares in Subsidiary Companies (at cost) 


Fized Assets 
Freehold Land (at cost) 
Leasehold Land (at cost) 


Less Provision for Amortisation .. 


Buildings (at cost) .. 
Less Provision for Depreciation 


Machinery and Equipment (at cost) 
Less Provision for Depreciation 


Goodwill 


Total Use of Shareholders’ Funds 


Shareholders’ Funds 


Paid-up Capital 

Stock Reserve 

Machinery and Equipment “Replacement "Reserve. 

General Reserve ee : 

Profit and Loss Appropriation A/e— 
Unappropriated Profits at 30th June, 1950 


Total Shareholders’ Funds Used 


Question : 
4.—The following statement has been prepared from the accounts of a manufacturing business:— 


TRADING ACCOUNT FOR YEARS ENDED 31st DECEMBER, 1948 AND 1949 
1949 
% 


£ 
SALES 80,000 100.00 75,000 
Cost or Goops SoLp— 
Stock-of finished goods at beginning of year .. 5,000 5,000 
Direct materials on hand at ws of year 3,000 3.76 1,500 
Direct materials purchased 7 o- 23,600 29. 19,950 
Direct labour Be i Si os 18,400 13,800 
Fixed manufacturing expense a a os 8,000 : 8,000 
Variable manufacturing expense 29,000 36.25 21,750 
87,000 7 70,000 


Less Stock of finished goods at end of year... £10,000 £5,000 


Direct materials on hand at end of year 2,000 3,000 
12,000 5. 8,000 


Cost of Goods Sold 75,000 ‘ 62,000 


Gross Profit 5,000 5.2 13,000 
There was no work-in-progress at the beginning or end of either year. 
The statement shows that the relatively poor result in 1949 as compared with 1948 was caused 
y a reduction in the gross profit margin, offset to some extent by a larger volume of business. 
It has been suggested that the statement also shows that the reasons for the reduced rate 
gross profit are:— 
(i) a large increase in labour cost, 
(ii) a smaller, but nevertheless substantial, increase in material cost, and 
(iii) a large increase in variable manufacturing expense. 
Re-arrange the statements in a form which will more clearly show the movements in the 
relative costs of materials, labour and expense. 
What other conclusions are suggested by the rearranged statement? 
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Answer : 


Materials used a 30.75 57.5 18,450 
Direct Labour .. 


Prime Cost 
Expense—Fixed i 10 


MANUFACTURING STATEMENT 


1949 Jo OF % OF % OF 
Cost OF PRIME COsT oF 
MANU- Cost MANU- 
FACTURE £ FACTURE 

29.76 

23 2.8 13,800 22.26 


53.75 32,250 52.02 
8,000 12.9 
Variable... 36.25 21,750 35.08 




















Cost of Manufacture .. 100 62,000 100 











TRADING STATEMENT 
1949 
£ £ 0 £ £ 


SALES : ix “a oe 80,000 — 75,000 


Stocks finished goods at start .. su 5,000 5,000 
Cost of Manufacture Ee i .. 80,000 62,000 


85,000 67,000 


Less Stocks finished goods at end -- 10,000 5,000 


Cost or Goops SoLp oe ~ én 75,000 93.7: 62,000 82.667 





Gross Profit i - < as 5,000 5.2! 13,000 17.333 





Conclusions: 


1, 


3. 


Materials and labor costs have either not changed at all, or if they have 
changed, have changed exactly at the same rate (see percentages of prime 
cost ). 

Variable expense costs also remain in the same ratio to prime cost (67.5%) in 
each year. 

Fixed costs are the same in value in each vear, and percentage has therefore 
fallen in 1949 due to increased volume of goods manufactured. Total cost of 
manufacture must always be 100%, therefore this decrease must be accompanied 
by an increase in some or all of the other elements when expressed as percen- 
tages of cost of manufacture. In view of the conclusions reached in (1) above, 
these apparent increases are illusory. 


Reduction in gross profit margin has caused relatively poor result in 1949. 
5 5 ° 


Note: The statements in the question are misleading, as percentages were caleulated on an 


illogical basis. Sales are at selling price, costs at cost price. Costs of goods manufactured are not 
comparable with the value of goods sold during the year, as they relate to a different volume of 
goods. The proper basis for the calculation of percentages of materials, labour and expense, is the 
total cost of manufacture. 


Question : 


5—A manufacturing company has hitherto kept its cost records on the standard cest plan in a 


cost ledger unconnected with the financial ledger. It has been decided to replace this system 

by one in which materials, work-in-progress, standard cost of goods manufactured, standard 

cost of goods sold, and all variance accounts are kept in the financial ledger, thus replacing 

the conventional manufacturing account and trading account. Design, with suitable symbols, 
a classification of the financial ledger accounts, including asset, liability and shareholders’ 
funds accounts, for the new system. 
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Answer : 

10. ExPENSE CLEARING ACCOUNTS— 
101 Occupancy 

20. SERVICE DEPARTMENT AGCOUNTS— 
Power: 
201 Materials 
202 Labour NON-OPERATING ACCOUNTS— 
203 Expense 701 Non-operating Income 
Engineering : 710 Non-operating Expenses 
211 Materials 
212 Labour 


SELLING AND DISTRIBUTION EXPENSE Ao- 
COUNTS 


ADMINISTRATIVE EXPENSE ACCOUNTS 


CURRENT ASSETS— 
3 Expense 801 Cash at Bank 
ekeeping : 802 Sundry Debtors 
221 Materials 803 Provision for Doubtful Debts 
222 Labour 804 Provision for Discount Allowed 
223 Expense 805 Material Stocks 
. PRODUCTION DEPARTMENT ACCOUNTS— 806 Indirect Material Stocks 
Forming Department: 807 Work in Progress—Forming Dept. 
301 Materials—Indirect 808 Work in Progress—Assembling Dept. 
302 Labour—Indirect 809 Finished Goods 
303 Expense 810 Prepayments 
304 Budget Expense 
Assembling Department: Frxep AssETS— 
311 Materials—Indirect 901 Land—Freehold 
312 Labour—Indirect 902 Factory Buildings 
313 Expense 903 Provision for Depreciation — Factory 
314 Budget Expense Buildings 
40. TrapiIne AccouNT— 904 Machinery and Equipment 
401 Sales 905 Provision for Depreciation — Machin- 
402 Cost of Sales (Standard) ery 
403 Materials Price Variance 906 Fixtures and Fittings 
404 Materials Use Variance 907 Provision for Depreciation — Fixtures 
405 Labour Rate Variance — Ferming and Fittings 
Dept. 908 Motor Vehicles 
406 Labour Rate Variance — Assembling 909 Provision for Depreciation — Motor 
Dept. Vehicles 
Labour Use Variance—Forming Dept. 910 Patents 
Labour Use Variance — Assembling 
Dept. 100. CURRENT LIABILITIES— 
Budget Expense Variance — Forming 1001 Sundry Creditors 
Dept. 1002 Provision for Discount Receivable 
Budget Expense Variance—Assembl- 1003 Bank Overdraft 
ing Dept. 1004 Proposed Dividends 
Idle Time Variance—Forming Dept. 1005 Provision for Taxation 
Idle Time Variance — Assembling 


Dept. 

Expense Absorption Variance—Form- 
ing Dept. 

Expense Absorption Variance — As- 


SHAREHOLDERS’ FuNDS— 
1161 Capital 

1102 Reserves 

1103 Appropriation Account 


sembling Dept. 
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Angus Cancaster 


King’s College Chapel 

The world can boast of little to compare 
in beauty with King’s College Chapel, 
Cambridge. It was begun in 1446 by the 
meekest and gentlest of England’s Kings, 
Henry VI, the Royal Saint who gave us 
this prayer: O Lord Jesu Christ, who has 
created and redeemed me, and _ hast 
brought me into that which now I am; 
thou knowest what thou wouldst do with 
me; do with me according to thy will, for 
thy tender mercy’s sake. 

The chapel was completed by Henry VII 
and VIII and its stained-glass windows 
(except the West window) were all com- 
pleted by 1531. From then till now this 
earthly house built ‘‘gloriously to our 
Lord’’ has inspired countless thankful lips 
and grateful hearts. Among these were 
William Wordsworth, who wrote: 


Taz not the royal Saint with vain expense, 

With ill-match’d aims the Architect’ who 
plann’d 

(Albeit labouring for a scanty band 

Of white-robed Scholars only) this immense 

And glorious work of fine intelligence! 

—five all thou canst; high Heaven rejects 
the lore 

Of nicely calculated less or more ;— 

So deem’d the man who fashion’d for the 
sense 

These lofty pillars, spread that branching 
roof 

Self-poised, and scoop’d into ten thousand 
cells 

Where light and shade repose, where music 
dwells 

cet —one wandering on as loth to 
Ne ; 

Like thoughts whose very sweetness 
yieldeth proof 

That they were born for immortality. 


Let us enter this work of fine intelli- 
gence. Look upwards to the stone vault 
eighty feet above. Here is England’s 
Peculiar contribution to architecture, the 


‘*fan-vaulting’’— the most beautiful form 
of roof ever devised. Then let us give our- 
selves up to the stained-glass windows— 
those windows which have been expertly 
said ‘‘to contain the finest scenes in the 
world of pictures in glass on a large 
seale.’’ 

In this astonishing gallery of 26 win- 
dows there are 102 large pictures. Each 
of the 24 side-windows contains four pic- 
tures; the two below the transom illus- 
trate, as a rule, the life of Our Lady (to 
whom the College and Chapel are dedi- 
cated) and our Lord. The two above the 


bar depict some complementary or cen- 
trasting scene from the Old Testament, the 
Apocrypha or elsewhere. For example, in 
the ninth window on the north side are 
depicted: (a) The Manna in the Wilder- 
ness, (b) The Last Supper, (c) The Fall 


of the Rebel Angels, and (d) The Agony 
in the Garden. The east window differs 
from the rest in that it contains six pic- 
tures: (a) Eece Homo, (b) Pilate washing 
his hands, {c) Christ bearing the Cross, 
(d) Christ nailed to the Cross, (e) The 
Crucifixion, (f) The Deposition. 

On the two afternoons I spent in the 
Chapel, one was in late spring, the other in 
early autumn, both faultless days when the 
sun streamed through and all within was 
light — not an earthly light, but a glow 
that seemed to come from heaven itself. 
In one’s troubled pedestrian existence this 
was one moment at least when the glory of 
the Lord shone down and all was peace 

There are lesser marvels associated with 
these windows. Who were these consum- 
mate craftsmen whose work was done 
when glass painting was reaching its 
climax? Although these men lived and 
worked in England, most of them were 
Flemings, and the design represents the 
best work of the Flemish Renaissance. 
Note, however, the present English flavour 
of the names of these Flemings. First 
comes Barnard Flower, the King’s Glazier, 
the first non-Englishman to be appointed 
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to that office. Then follows Hone, Nichol- 
son, Williamson and Symon Symondes— 
all Flemings. Hone had, however, two 
English partners, Thomas Reve and 
Richard Bownde, who with the Fleming, 
Nicholson, made the East window and six- 
teen of the side windows. 

How comes it that these windows have 
survived 400 years of weather with hardly 
a trace of damage. How did they escape 
the iconoclasts? In particular, how did 
they eseape the filthy hands of Cromwell’s 
soldiers who desecrated so much of the rest 
of England’s holiness of beauty? I like 
to believe one good thing of Oliver Crom- 
well. Ile was a Cambridge man, although, 
because of his father’s death, he left after 
little more than a year’s residence at col- 
lege. Moreover, he was a member for 
Cambridge when the Civil War began. It 
may well be that the world’s most beauti- 
ful windows were spared by Oliver’s 
command. 


Abide with Me 


Charlie Foote and I were wandering 
down a street in Heliopolis one summer’s 
evening in 1915. What we lacked in looks, 
Charlie and I tried to make up with a 
smart turn-out. Before long a beautiful 
girl leant over a second floor baleony and 
beckoned us up. We marched up the steps, 
only decency preventing us from breaking 
into a hand gallop. The girl was waiting 
at the door and brought us into the living 
room. There she presented us to her 
mother, who explained in French that they 
were Huguenots. This fact seemed 
searcely relevant, but, Charlie, never at a 
loss, assured them that we had much in 
common, as we were both Presbyterians. 
We were taken to the piano, where Madam 
explained that she liked to entertain lonely 
Christian soldiers, and suggested that we 
pass the evening singing hymns. The 
ladies had no English but, as a compro- 
mise, the hymns were English ones trans- 
lated into French. To this day I can re- 
member in Freneh most of Reste avec 
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Nous (Abide with Me). (Incidentally, j 
is an easy hymn for a Presbyterian 
find; it is the 365th in our hymn books) 

The unforgettably lovely evening w 
ended with cocoa and petit fours, and 
cordial invitation to come the followiz 
evening. But we never went again. Charl 
(who restes avec Lui in France) and I had 
enough grace to know that this was a holy 
place and not for the likes of us. 


This little incident was recalled by read 
ing recently that ‘‘Abide with Me,’’ 
printed, differs from Lyte’s manuscript if 
a particular. In the penultimate verse the 
last two lines read : : 

‘*Where is death’s sting? Where, gravey 

thy victory? 
[ triumph still if Thou abide with me 

Then follows the printed version of the 
first line of the last verse: 

‘*Hold Thou Thy Cross before my 

closing eyes.’’ 
In the manuscript of the hymn the ling 
reads : 

‘*Hold, then, Thy Cross before my 

closing eyes”’ 
but the printer took it on himself to alte 
it. The alteration is bad for two reasons 

(a) The juxtaposition of ‘‘Thou’’ and 

‘*Thy’’ is bad poetry. 

(b) By substituting ‘‘Thou’’ for ‘‘then,” 

1.e., ‘‘therefore,’’ the link between 
the previous verse and the last igj 
broken. 

Think of the majesty of the lines as Lyté 
wrote them. 

“‘T fear no foe, 

bless ; 
Ills have no weight, and tears no 
bitterness.’’ 
And then the Challenge sung fortissimo? 

‘‘Where is death’s sting? Where, eraveg 

thy victory? 
Even over death I triumph, but only— 
‘if Thou abide with me.’’ So that He 
may, I pray: ‘‘Hold, then, Thy Cross: 
before my closing eyes. Shine through the 
gloom, and point me to the skies.’’ 


with Thee at hand te 











